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A Banker’s Diary 


Ir is announced as we go to press that the chairman of the new Finance 
Corporation for Industry Limited is to be Lord Hyndley, G.B.E., during the 
war chairman of the London Committee of the Combined 

Board of Production and Resources Board. His commercial interests 
Finance have been in the coal industry, as managing director of Powell 
Corporation |)uffryn. Two other industrialists are also to be directors of the 
Finance Corporation : namely Sir Robert Sinclair, the deputy 

chairman of the Imperial Tobacco Co., and Lieut.-Gen. Sir Ronald Weeks, 
the managing director of Pilkington Brothers. Accountancy is represented 
by Sir John Morison, of Thomson McLintock and Co., and also by Mr. Ivan 
Spens. Lord Westwood, the general secretary of the Ship-Constructors and 
Shipwrights Association, is a well-known Labour leader and trade union 
administrator, while Mr. Thomas Frazer is an insurance expert who has served 
on the Capital Issues Committee. Finally, Sir Jeremy Raisman has recently 


returned to this country after serving for six vears as the Finance Member 


of the Government of India. 


IN the course of the liberation of Germany, Dr. Hjalmar Horace Grecly 
Schacht has been unearthed in a concentration camp. It has yet to be 

learned whether his presence there was due to political disgrac: 
Dr. Schacht or represented a final favour from his Nazi associates. On 

various occasions, it is true, even during the time when he 
held office under the Nazis, Dr. Schacht was at pains to show that he had not 
altogether lost his independence of mind, and he did not join the Nazi party. 
Even before the war began, too, he had been superseded both at the Reichsbank 
and the Reichswirtschaftsministerium by Funk. Nevertheless, it will not 


Nazi Token Coin 





The reproduction shows an aluminium token coin for 10 pfennigs, used in a German 
concentration camp. ‘The initials on the obverse stand for : ‘‘ Schutz-Staffel Toten 
Verband : Konzentrations Lager.” 
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> forgotten that Schacht was not merely a financial a whose handling 
of the German finances was of enormous value to the Nazis after they came 
to power. He was also a politician who played an important part in bringing 
the Nazis to office. 

While he is thus irretrievably damned on his political record, the actual 
personality of Schacht re mé 1ins something of an enigma. As is shown by his 
unusual Christian names, ‘‘ Horace Greely” (an henesiene statesman), Schacht 
grew up in a Liberal environment, and so far as he-possessed any sincere 
personal politics, it is probable that these were of a liberal tendency. But he was 
a complete and unscrupulous opportunist, a past-master in judging political 
trends and adapting his views to the prevailing wind. It is also open to 
question whether he was in fact the “ financial genius ”’ of the popular press. 
In early days he failed to make much of a career in the Dresdner Bank, but 
that may be explained by the dislike of his superiors. His original election 
to the Reichsbank presidency, too, was a political one against the unanimous 
vote of the Direktorium, and there is no doubt that at that time his rival 
for the Presidency, Helfferich, was definitely his superior as an economist 
and currency expert. The Rentenmark scheme was, in fact, based on 
Helfferich’s ideas and the success of the stabilization owed much to the iron 
hand of Dr. Luther as Finance Minister. At the head of the Reichsbank, 
however, there is equally no doubt that Schacht developed into a great expert 
on currencies and central banking. 


For what it is worth, the fact may be put on record that total Government 
expenditure from September 2, 1939, to May 5, 1945, as will be seen from 
the table below, amounted to £27,997 millions, of which 

Finance {13,596 millions was covered from revenue. 


of 
European GOVERNMENT EXPENDITURE DURING EUROPEAN WAR 

War Expenditure Revenue Deficit 
{m. £m. £m. 
September 2, 1939-March 31, 1940... 8 ae 1,390 763 627 
Financial year 1940/41 3,807 1,409 2,458 
1941/42 4,779 2,074 2,702 
1942/43 5,023 2,820 2,803 
1943/44 os a 7 5,788 3,038 2,750 
se 1944/45 ‘ os ce ane 0,055 3,230 2,520 
April 1, 1945—May 5, 1945 a ae re — 495 254 241 
27 997 13,596 £4,408 


While these budgetary figures admittedly tell us very little about the actual 
cost of the war, they do nevertheless indicate one of the many ways in which 
the finance of this war has been considerably more successful than that of 
Ig14/18, namely in the high proportion of expenditure covered from revenue : 
48} per cent. over the entire war period. The corresponding figure for the 
earlier war, as shown by Mr. W. T. C. King in our November 1939 issue, 
was no higher than 28) per cent. In the same issue we poimted to the need 
for some means of reducing the lag between the creation of additional money 
and its “return to the Exchequer, and suggested in particular “‘ a wage tax 
deducted from the weekly pay envelope) and a turnover tax, including 
a tax on retail sales.’’ The purchase tax was introduced in the budget of 
1940, but “ Pay as You Earn” only at the beginning of 1944. The chief 
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reason for the good revenue showing, however, was of course the drastic 
increase in the pre-war taxes, typified by the income tax standard rate of 
ros. in the pound and the rise in the price of ten cigarettes from 6d. to Is. 2d. 
and of a pint of beer from 6d. to Is. Id. For the five calendar years 1940 
to 1944 direct taxes contributed about 60 per cent. of the total and indirect 
40 per cent. 


THE second great success of war finance has, of course, been the maintenance 
and even further reduction of the already low rates of interest ruling in 1939— 
an achievement without precedent in any previous war, but 
3 per cent. on this occasion common to all belligerents. The secret lies 
War in reliance on direct controls over spending, in the form of 
rationing and price controls, to generate the necessary saving, 
instead of seeking to stimulate saving by bidding up for money. Given 
such controls to generate savings (i.e. keep down spending), the second step 
is to allow the forms of Government borrowing to be dictated by the liquidity 
preference of the public, a result automatically secured by the system of 
‘tap ’”’ issues. Whereas in the last war 6 per cent. was paid on one short- 
term issue and 5 per cent. was the normal rate, on this occasion 3 per cent. 
has been the highest rate paid even on long-term issues (except for the special 
case of Savings Certificates). As is shown by the following table, the various 
tap issues, together with the 3 per cent. War Loan and interest-free loans, 
brought in a total of £8,909.6 millions up to March 31 last : 


LARGE AND SMALL SAVINGS 
JANUARY I, 1940—MARCH 31, 1945 





£m. £m. 
Small Savings 
Savings Certificates ied int rr os wi ‘i 1,323.7 
Defence Bonds 3% , nia ‘a = ie i 775.8 
P.O. and Trustee Savings Accounts .. as és a 1,327.3 
Total Small 3,426.8 
Large Savings 
National War Bonds 24% ee ais ro = x 2,984.3 
Savings Bonds 3% ‘ as aa ia — a 3,917.3 
War Loan 3‘ a oa os “a i ne 302.6 
Exchequer Bonds rE - a re . ws 209.4 
Interest-free Loans ‘ ivi - os is sa 69.2 
Total Large — wd Pr wa —-—- 5,482.8 


Grand Total he a gi - 8,909.6 
But the vital criterion of war finance is, of course, the extent of the accompany- 
ing inflation. On the last occasion, the cost of living was nearly trebled 
before the wartime infl ition reached its peak in 1920, and the 


Inflation limited extent of rationing meant that this price movement 
Held in caused severe hardships to those with small or fixed incomes. 
Check On this occasion the monetary position is well under control. 


Between September 1939 and November 1941 the cost of 
living index rose from 155 to 200, but thereafter has been completely stabilized 
with the aid of food subsidies. Wholesale prices, however, have risen by 
about 60 per cent., but are sharply affected by increases in freight rates and 
other charges which are abnormally high in wartime. The fundamental 
point is that basic wages (i.e. hourly wage rates) have risen by less than 40 per 
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cent., and it is this movement—wages being ineflexible—that must govern 
the basis on which prices in general will eventually settle down. 

The pessimist would doubtless stress that inflation last time reached its 
zenith some time after the ending of hostilities, and that the wartime accumu- 
lation of savings represents a vast potential threat of inflation at the present 
moment. This would undoubtedly be true in the absence of controls, but in 
spite of the irresponsible agitation of one section of the popular press it is 
undoubtedly the case that the mass of the people appreciate the need for 
continuance of rationing and other measures needed to avoid a repetition of 
the short-lived boom of rg1g/20. Given this attitude, there would be no 
technical difficulty in holding prices at something like their present level 
until supply and demand are again in equilibrium, thus protecting the purchas- 
ing power of the people’s war savings. The chief danger is not that of a sudden 
upsurge of popular resentment against the controls, but another political 
factor : namely, the probability of demands for further wage. increases when 
food subsidies are withdrawn, or simply as the concomitant of a high level of 
employment. The need for a national instead of a sectional Lasis of wage 
negotiation is one of the paramount problems of the period we are now entering. 


In a highly important statement, the Government of India has recently 
announced its intention of encouraging and directing the industrialization 
of India on a scale riv valling the well-known Bombay Plan. 
Industrializa- Apart from ordnance factories, railways and other public 
tion of utilities (including electricity generation), it is stated, basic 
India industries may be nationalized unless adequate private 
capital is forthcoming, and for this purpose the definition 
of a basic industry would extend to the manufacture of aircraft, automobiles 
and tractors, chemicals and dyes, iron and steel, prime muvvers, electrical 
machinery, machine tools, and to the electro-chemical and non-ferrous metal 
industries. 

Certain industries of national importance, such as shipbuilding, will be 
run by the State as well as by private capitalists, while the case of coal will 
be examined separately. Government will be prepared to assist such in- 
dustries by making loans or subscribing share capital, but industries receiving 
such assistance w il be subject, logically enough, to a greater degree of Govern- 
ment control. The establishment of an Industrial Investment Corporation 
or similar institution is being considered. The projected controls are to 
include steps to prevent excessive profits where conditions of free competition 
do not exist. Most far-reaching of all, power is to be taken to license in- 
dustrial enterprises. 

What one chiefly misses in the statement is any recognition of the fact 
that some regard must be paid to costs if the plan is to achieve its basic object 
of raising the Indian standard of living. Indeed, the whole programme seems 
to be based on the old fallacy that industrialization must necessarily increase 
the wealth of the community, however uneconomic the industries established. 
This attitude of mind is very evident in the section dealing with tariff policy. 
Apart from essential war industries, which were promised protection in 1940, 
it is stated that there are a large number of industries established during 
the war which have helped to sustain the national economy during an ex- 
ceptionally difficult period. “ The provision of assistance to or protection 
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of such of these industries as have been established on sound lines is likely 
to assume a measure of urgency during the period of transition. Government 
propose to set up machinery without delay for the investigation of the claims 
of such industries for assistance or protection.”” E verything clearly depends 
on the criterion of what constitutes “‘ sound lines.” There is no suggestion 
that this will be interpreted to mean the ability of such industries to stand 
on their own feet without protection after a limited period. 


THE text of a forthright statement in support of the Bretton Woods agree- 
ments by the Board of Governors of the Federal Reserve System is contaliand 
in the April issue of the Federal Reserve Bulletin. Unlike 


Support the American Bankers Association (who as commercial bankers 
for speak with far less authority on this question than the central 
Bretton bankers) the Board are “‘ convinced that ratification of the 
Woods Bretton Woods Agreements would be an important step in the 
restoration of world trade and in safeguarding the interests 

vf the United States in the post-war world.’’ In justification of this view they 


point out that in the absence of these institutions the United States would be 
“ confronted with disruptive currency conditions and with trade and exchange 
policies and practices which foreign countries might be forced to adopt in 
self-preservation.”’ It is especially satisfactory ‘to note that the Board, 
unlike the commercial bankers, have grasped the fundamental point that 
‘the Fund would not be in essence a lending institution, but a mechanism 
for converting local currencies contributed by members into a pool of inter- 
national reserves, on which each country could draw in proportion to its 
contribution.”” No doubt the American Bankers Association would retort 
that only the dollars thrown into the pool in fact constitute international 
reserves. That is not true given policies to ensure an equilibrium (instead 
of an under-valued) rate for the dollar: namely, insistence that a member 
with an over-valued currency should adjust its parity. and, above all, policies 
that will ensure equilibrium in the current balance of payments of the United 
States, either by increased imports or, as a stop-gap, by liberal lending. 


IN the absence of a special savings drive, it was to be expected that bank 
credit would show a sharper expansion during April than in the corresponding 
month last year, and the increase of {65.4 millions in deposits 

Deposits was in fact rather more than twice as great. At £4,524.8 
Doubled millions, as will be seen from the table below, the deposits 


During total shows an increase of {2,279.7 millions since August 
War 1939—that is, deposits have now slightly more than doubled 


since the beginning of the war. 





ETURNS 





BANK 

{ millions) 
Change on 

\pril scinienanigpaiias™ asentaiaimasiiatialtttens August 


CLE R 





\RING 








1945 Month Year 1039 

posit 1,524. : 5-4 2,279.7 
Cash 171.5 7.7 $1.5 : 238.6 
Call Money 179.0 0.5 15.3 : 32.1 
Discounts 109.4 39.4 39.2 109.7 
r.D.R 1,520.5 139.5 500.5 1,820.5 
Investments és 1,139.5 13.2 12.6 540.4 
Advances , 739-4 31.3 14.9 — 245.1 
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DuRING the month, the banks added the record amount of £139.5 millions 
to their T.D.R. holding raising this to the new record level 
Discounts of {1,820.5 millions, the equivalent of no less than 40.2 per 
Lowest cent. of deposits. This increase in T.D.R.s took place at the 
Ever expense of all the other main assets with the exception of 
cash, and thus reflects once again the persistent tendency of 
the authorities to over-estimate their T.D.R. requirements. The fall of 
nearly £40 millions in discounts reduces this item to the lowest level on record, 
the previous low having been touched in March of last year. In the light of 
past experience, there love. it still remains to be seen whether the recent 
succession of increases in the weekly Treasury bill tender will on this occasion 
permit the banks to rebuild their bill portfolios, or whether the additional 
bills will once again be absorbed by overseas central banks. The further declin: 
in investments makes a cumulative drop of as much as £52.2 millions from 
the wartime peak touched in November last. 


THE victory celebrations precipitated an increase in the fiduciary issue (to 
£1,300 millions) that would probably have been required in any case a week 
later to meet the demand for currency for over the Whitsun 

Rise in holiday. In the three weeks to May 16, withdrawals totalled 
Fiduciary £26.3 millions, compared with less than {2 millions over the 
Issue corresponding period of 1944, though the direct engaerenn 

is misleading owing to the incidence of Whitsun. By May 2, 

the reserve of notes had been reduced below the {10 millions mark. It was 
replenished a week later by the increase of £50 millions in the fiduciar y issue, 
but the additional notes were heavily drawn upon in the succeeding week, 

the note reserve on May 16 being £38.7 millions. Even so, the indications 
are that it will be possible to enemoutst the August peak without a further 

expansion of the note issue. 


UNDER the Currency and Bank Notes Act 1928, the cover for the excess 
note issue of the Scottish and Northern Ireland banks, in the form of Bank 
of England Notes and to a small extent silver, must be held 
Scottish at any two approved offices in England or Northern Ireland. 
and Irish As is well known, the bulk of the “cover” is ear-marked 
Note Cover at the Bank of England. In August 1940, under Defence 
Regulation 74 of the Defence (Finance) Regulations 1939, the 
cover could be held, subject to the approval of the Treasury, at any office of 
issue in Scotland or Northern Ireland—a decided advantage to these banks. 
This Regulation was repealed, among others, as from ‘‘ VE Day plus one.”’ 
Accordingly, the pre-war position has been restored. 


InN his speech at the annual meeting of the Agricultural Mortgage Corporation 

Mr. E. J. Bunbury was able to state that the new Agriculture (Miscellaneous 

Provisions) Act has already succeeded in stimulating the 

Farm demand for agricultural loans. In the seven months from 

Loans September 1944, £369,000 of mortgage loans had been taken 

Increase up on the new 34 per cent. basis, or more than five times 

the total for the previous five months, when the lending 

rate was 4} per cent. At £750,000, the paid-up capital now reflects the 
increase resulting from the adherence of the Midland Bank. 
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The Limits to Rationalization 
By Prof. Hermann Levy 


HERE is widespread agreement that in many fields of British industry, 

and in the older industries in particular, there is much need for technical 

modernization. It is disquieting to learn, for example, that in the weaving 
section of the cotton industry the greater proportion both of looms and pre- 
paratory plant was installed between Ig10 and 1920 and that approximately 
42 per cent. of the looms were installed before Igo1. It is equally discouraging 
to see in detail from the Report on Coal Mining of March 1945 that the coal 
mining industry of this country remains in many respects vastly behind 
its competitors of other nations and that there is an excessive number of mines 
of insufficient capacity for the requirements of the best mining practice. 
Nobody can escape the conclusion that after the war a bold movement towards 
technical progress and greater mechanical efficiency must set in. This re- 
quirement is not lessened by the great strides made during the war towards 
raising the output of many important industries; for as Mr. Lewis C. Ord 
recently remarked after a careful study of the industrial situation, the factories 
had to be furnished with such tools and equipment as could be found rather 
than what would have been the ideal, and speed had to take precedence over 
efficiency. 

Having all this fully in mind one feels, however, that an important dis- 
tinction should be made. Quite apart from the justified demand for more 
technical efficiency in the future are the suggestions that British industry 
should imitate other countries, the U.S.A. in particular, and introduce a 
comprehensive reconstruction of industry on the pattern of industrial rationali- 
zation. By this latter phrase is meant the application of labour-saving 
machinery in order to increase considerably the man-hour output of industry. 
so as to raise this to something like the American level. Figures are produced 
showing the greater “‘ P.M.H.”’ output in various industries. Specific examples 
are quoted, such as the weav'ng section of the cotton industry, where the 
British weaving mill P.M.H. is anything from 56 to 70 per cent. lower than 
the American, according to the type of cloth. 

Exhortations to British industry to follow the American example of 
rationalization are by no means a novelty. In the ’twenties, the American 
development of rationalization was held up by English writers to the English 
public as a fine example. It was described as the “American economic 
wouder ” or the “secret of high wages,’ and the reluctance of British in- 
dustrialists to create a British economic wonder on the same pattern was 
keenly regretted. When later the American depression set in not much 
more was heard of these exhortations, but it appeared rather as a relief that 
tor lack of rationalization Britain’s over-production of goods was not as 
pronounced as that of America. Such historical parallels may not be 
altogether conclusive. But this particular experience does tend to show 
that rationalization on the grand scale, though it may increase the physical 
productivity of industry, may not in the long run raise its earning power— 
which after all is the basic goal—if there is no guarantee that markets will be 
permanently available to absorb the additional output resulting from the 
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mechanical improvements. On a visit to Britain last year, Mr. Van Deventer, 
the President and Editorial Director of that authoritative American journal 
The Iron Age, declared in a farewell message: ‘‘ As for the much-talked- 
about superior efficiency of American production, I find it applies to the mass- 
production products where demand is such as to permit integrated mechaniza- 
tion. This is possible for a limited number of products where demand is 
of the order of 130 million people, but not possible where the population 
is but 40 millions. Thus, with a market of 5 million automobiles per year, 
we can manufacture more cheaply than you with a market for 500,000.” 

This quantitative limitation of successful rationalization is still more 
significant for Britain, whose production programmes in many industries 
depend on the demand of foreign markets which can never be fully assessed 
beforehand or on a long-term basis. Americans may rely in the first instance 
upon the vast reservoir of the home market demand. This market is protected 
by a tariff wall substantial enough to disallow the importation of any plain 
manufactured goods. It is a market which gives manufacturers certainty 
as to the potential demand, and to which constant business-forecasting can 
be successfully applied. If artificial inflation of this demand—by exaggerated 
hire-purchase drives for instance—is avoided, manufacturers can well adapt 
their production programmes and the extension of productive capacity to 
the requirements of a sure and steady market. The position is different 
where, as in most British industries, export orders represent an important 
percentage of total production. 

In the case of motor cars, it is estimated that Britain succeeded before 
this war in exporting 21 per cent. of her production overseas, while America 
exported approximately only 6 per cent. of her total pre-war output. The 
fact that the smaller American percentage certainly represented a much 
larger absolute figure of exported cars does not eclipse the fact that American 
car manufacturers are relatively far less dependent on foreign orders than 
their British colleagues. Tariffs may be definitely helpful to manufacturers 
in securing or capturing the home market ; but no such means exist as regards 
foreign customers. Exporters have constantly to face facts which may from 
year to year change the prospects of their sales: higher tariffs may be imposed 
by this or that country, foreign competitors may succeed in increasing their 
sales on neutral markets. It is quite safe to say that, the greater the export 
sales in relation to total national production, the greater will be the un- 
certainties involved for the producer. In 1935, the textile production of 
Great Britain, according to Census figures, was valued at some £450 millions. 
In 1937 domestic exports of textiles were about {120 millions. American 
figures are not strictly comparable, but while in 1935 the output of cotton 
goods (except narrow fabrics) was valued at almost $1,000 millions, the value 
of cotton manufactures exported was not more than $88 millions. Manu- 
facturers in Britain who have to face the uncertainties of important foreign 
markets may be reluctant to apply rationalization without some assurance 
that the larger output will find increased sales abroad. When in 1934 further 
tariff protection was granted to the British iron and steel industries, this 
was made in the expectation that certainty about sales on the home market 
would immediately promote industrial rationalization and reorganization. 
This has been expressly stated by Sir George May when he conferred with 
leaders of the British iron and steel industry. But no such considerations 
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are applicable to the foreign trade except where international cartels exist 
for the integration and allocation of national orders—an expedient which no 
Government will find it advisable to support. It may be argued that after 
this war the general international scarcity of commodities will make a great 
extension of British production quite feasible. But if large-scale industrial 
rationalization were based on this condition, it would be likely to result in 
disappointment when demand once again recedes to normal levels. In that 
event rationalization would again be followed by over-production. This 
may not apply to such commodities as coal, and there can, in fact, be no 
doubt that rationalization of the coal industry would not lead to over- 
production even in the long run. But it may well happen in the case of 
goods with a far more flexible demand, such as household appliances, radio 
sets, furniture, textiles, etc., where after the passing of an intensive “ hunger ”’ 
for goods in the early post-war years, especially in foreign markets, a setback 
in demand might quite well follow. It seems to be unwise to suggest radical 
measures of industric il rationalization without considering the limits on sales 
imposed by the uncertainties of post-war conditions. That British manu- 
facturers are well aware of these uncertainties has lately been shown by an 
enquiry into ‘‘ Post-War Planning ” shrewdly prepared by Harold Whitehead 
and Staff. To the question “‘ What are the greatest hindrances you find 
to formulating post-war plans?” uncertainty about post-war conditions 
figured in 51 per cent. of the answers. 

But the limits to industrial rationalization relate only in part to problems 
of quantity. For those who are urged to rationalize with a view not only 
to cheaper but also to larger production, the problem is not merely whether 
and under what conditions more can be sold. It is equally a question of 
whether the particular goods offered under a system of industrial rationaliza- 
tion will suit the traditional taste of their customers. There can be no doubt 
that industrial rationalization, as effected by the intensive use of labour- 
saving machinery and automatic methods pre-supposes a great amount of 
standardization of the commodities so produced. There can be no doubt 
that rationalization fits nicely into the picture of utility goods, or any goods 
to be manufactured according to certain standards of quality and limitations 
of variety. It is often surprising to find to how great an extent the absence 
of standardization is associated with the existence, not only of a great multi- 
plicity of producing units, but also of great variety in the grades produced. 
This applies even to commodities like coal. The demand for numerous 

varieties of coal is undoubtedly exaggerated to some extent by salesmanship 
and competitive distribution ; but there is also a genuine demand for diversity 
of coal, and the increased use of domestic appliances has not reduced but 
increased this demand for great variety. Even strong supporters of rationali- 
zation of the British coal industry, like Mr. H. Norman Smith, make the 
reservation that standardization must be applied with consideration for 
“reasonable amenity.’’ In this instance, both the general public and manu- 
facturers, who produce appliances suitable for one grade of coal and not for 
another, may be urged and educated to renounce variety in favour of standardi- 
zation, while similar steps may be required in relation to a number of goods 
capable of standardization, such as lawn mowers, typewriters, radio sets or 
vacuum cleaners. 

The position immediately changes where variety of choice and range of 
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quality are a commercially important element of sale. This applies, for 
instance, to one of the most important branches of British industry ; namely 
textiles. Here it is taste, constantly changing fashion, the desire of con- 
sumers to be distinguishable from others, which must characterize production 
and which stands decidedly in the way of standardization. An additional 
feature is that British textiles have to cater for world markets with tastes 
for material, colour and design so divergent as those of South America and 
the Balkans or Java and Sweden. Again American tariff walls have had the 
effect of creating a closed market of 130,000,000 people. The public could 
be educated or even forced to accept a certain standardization into a typical 
‘American ’”’ pattern. So far as this was effected by industrial rationaliza- 
tion it meant the acceptance of relatively plain goods ; for the fact must be 
accepted that production of high-class goods is necessarily still confined to 
relatively small units of a specialized nature. ‘“‘ Even more important to the 
success of mass production (in the U.S.A.) than great volume is lack of variety,” 
so explains Mr. Lewis C. Ord in his remarkable study. “ Customers, whether 
the public or other companies, wanted variety ; they disliked the obvious 
limitations of standardization. They would only drop their insistence at a 
price. It was only by reducing the price of the standardized article so far 
below the price of variety that customers were won over. Where the public 
and trade demand variety, where the profit margin is high and variety is 
catered for in generous measure, real mass production is impossible.” 

A large part of British industry can hardly hope to educate their foreign 
customers to accept standardized goods inste ad of variety and high quality 
craftsmanship In its suggestive report on Reconstruction, for example, the 
National Society for Pottery Workers refers to the fact that “ the type of 
ware exported will naturally vary a good deal, according to the different 
markets supplied.” On the other hand, if the foreign markets of Britain 
are to be served on the lines traditional to specialized British manufactures 
the home market cannot be covered separately on standardized lines; on 
the contrary, variety of goods offered to and required by the British home 
market will always remain the basis for a great variety of British goods 
available to the world. Even a Report whieh cannot be suspected of minimiz- 
ing the great possibilities inherent to a technical improvement of the British 
textile industries has left no doubt that there is an obvious inter-connection 
between the relatively small productive unit with its non-standardized methods 
of production and the need for quality and variety. ‘‘ Standardization, as 
understood in the American cotton industry,” so it is explained, ‘‘is almost 
non-existent in the British cotton industry, which produces a wide variety 
of cloth types for both home and overseas markets.’ The Report urges 
that everything possible be done to create a closer understanding between 
textile producers and distributors as to standardized yarn or cloth types, but 
it does not leave unmentioned “ the different requirements of the markets 
supplied by the American and British cotton industries and the wider variety 
of cloth types which . . . are normally required of the British industry in 
catering for overseas markets.” 

The Balfour Report on Textile Industries expressed surprise that even 
such limited standardization as is implied by the reduction of the number 
of sizes in which blankets are made—a development which had taken place 
in the U.S.A.—was considered by the British trade to be impracticable owing 
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to the different tastes of the export markets. As to the public at home, 
industrial rationalization coupled with standardization could only be attained 
as to many products by forcing the public to renounce variety. ‘‘ Standardiza- 
tion and simplification,” so say Cadbury’s in their much discussed recent 
publication, ‘‘ could, of course, have gone a great deal further, but variety 
is one of the things which the public demands and expects to pay for when 
buying such goods as chocolate and confectionery.’ 

These, then, seem to be limits of industrial rationalization. But there 
are also factors in the financial sphere which may call for careful consideration 
before a producer embarks on wholesale schemes of standardized industrial 
organization. Financiers, no less than manufacturers, should be careful 
not to over-estimate the potential market conditions, which alone can guarantee 
in the long run the profitability of production increased by rationalization. 
Otherwise it may well happen, as Professor D. H. Macgregor once expressed 
it, that “they may ride the horse of rationalization harder than the pace 
of industry can keep up with it.’ From the point of view of financing in- 
dustrial rationalization, the problem becomes even more complex when it is 
taken into account that after this war, as after the last, the amalgamation 
of firms with a view to carrying through technical improvements may im- 
mediately entail the danger of over- capitalization. 

The experience of the financial reconstruction of the British textile in- 
dustries after the last war ought not to be overlooked. After 1919, large 
profits were made in industry and, the general level of prices being far above 
the pre-war level, mills were worth basis of replacement cost several times 
their original capital costs. This state of affairs prompted many companies 
to increase their capital by distributing bonus shares, while company pro- 
moters seized the opportunity to buy up mills and float them upon the public 
as new companies with a very much increased capitalization. The subsequent 
slump in the cotton industry left these recapitalized and reconstructed 
companies for all their increased technical efficiency, in a much worse position 
to earn dividends than those companies which had retained their original 
capitalization. When in 1928 the Balfour Committee investigated the levels 
of profitability of the various financial types of cotton mills it found that 
for 310 companies the average yearly dividend had been : 

Average for 
seven years 
Original Companies .. iia es we a 3.7 3.7 


Recapitalized Companies... “a win - 6.1 6.9 
Reconstructed Companies... ma ‘3 oe 0.6 2.3 


One may be wary of drawing rash conclusions from historical ex- 
perience as to similar risks lying in the future of British industry. Yet the 
conditions which were responsible for the above failure were undoubtedly 
due to circumstances which may not be altogether unavoidable after the 
passing of a boom period such as is expected to follow this war. Industrial 
rationalization, technically, commercially and financially, must carefully 
assess the market development on a long-term view and must be fully aware 
of any potential limits to the marketing of increased quantities of goods, 
especially of the standardized qualities and varieties which such rationalization 
would entail. 
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Double Taxation: The First Step 
Forward 
By F. Bower 


HE double-taxation agreement with the United States announced in 
the Chancellor’s budget speech will be extremely welcome to industry and 
to many individuals. A previous article (in July 1944) endeavoured to show 
the origin and to trace the effect on British oversea trade of double taxation 
at the present levels of taxation. It showed the limitations of the existing 
Empire tax relief scheme and discussed possible alternative methods of 
removing the tax bar to the development of oversea trade. 

The International Chamber of Commerce (British National Committee) 
last summer presented to the Chancellor of the Exchequer a reasoned case 
for immediate action by means of a unilateral alteration of the British tax 
law, without waiting for the completion of individual negotiations for treaties 
with other countries, to achieve either of the following results, namely : 

(1) to exempt from British tax all income which was earned and taxed 
abroad. This would place oversea business on an equal footing with 
local businesses in any particular country. At a later stage when the 
earned income passed into consumption by means of distribution of 
dividends, a supplementary tax should be levied equal to the difference, 
if any, between the lower oversea tax and the British tax ; 
to tax income which was earned and taxed abroad, but to grant an 
off-set of the oversea tax against the home tax. This would place 
the oversea business on an equal footing with the domestic British 
business so long as the oversea tax was lower than the British tax. 

To these and other representations, the Chancellor of the Exchequer (Sir 
John Anderson) has given an answer by declaring the considered policy of 
the Government in the course of his Financial Statement (Official Report, 
April 24, Col. 703). He had on an earlier occasion stated in reply to a question 
that he could not consider a solution which would place the oversea trader 
in a better tax position than the home trader (O.R., March 20, 1945). This 
reply rejected the first alternative of the International Chamber, but gave 
no constructive alternative. The conversations with the United States 
representatives were not yet completed. The conclusion of these enabled 
the policy to be published, and the following are the outlines: The Govern- 
ment unreservedly recognizes the importance of removing double taxation 
as an essential step in the reconstruction of oversea trade. It admits the 
inadequacy of the Empire relief scheme and has determined to substitute 
a better method. Whilst admitting that it is possible to give complete relief 
by the unilateral alteration of the British tax law, that method is rejected 
in favour of individual bilateral treaties which will remove double taxation 
on uniform principles, which are offered to all like-minded nations. The 
treaty with the United States signed on April 16, 1945, is the first of such 
treaties. Under it all types of income are dealt with and all taxes on them. 
As many kinds of income as possible are mutually exempted in one country 
or the other, and the remainder which cannot be exempted without too great 
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a break with the system of taxation are taxed in both countries, but the 
taxpayer’s home country will give a set-off against its home tax of the tax 
paid abroad. By this means the cost of relievi ing the double tax is shared 
by the contracting parties. 

It is the Chancellor’s intention to take up discussions with the self-governing 
Dominions with a view to concluding similar treaties in time for them to 
operate from the beginning of the current tax year. Presumably the Colonies 
will also be approached. The Ways and Means Resolution No. 9 shows 
that the relief to be given by any such treaty with a Dominion will be i in lieu 
of the present Desuision Income Tax relief. The plan, therefore, is to make 
treaties with as many countries as possible on as standard lines as negotiations 
and the variations in the tax system of the overseas country will permit. 

From the point of view of protecting the Revenue, there is a sound ground 
for preferring the method of bilateral treaties. There are some countries 
which tax non-residents more heavily than their own residents and which 
pursue non-residents beyond the proper tax frontier, and to a greater degree 
than is done under United Kingdom practice. Australia and India are par- 
ticularly guilty in this respect. If unlimited relief were given by the British 
law to set-off the oversea tax against the British tax, the result would be 
that the British Treasury would bear the bulk of the burden of the unequal 
taxation. The adoption of principles similar to those of the U.S. treaty 
would require an alteration of the law of the contracting country which would 
eliminate such unequal claims on British taxpayers. If a treaty is at all 
possible, it would both ease the strain on the British Treasury and save the 
trader considerable trouble in defending himself. 

Nevertheless, this plan of procedure leaves the business world uneasy. 
Negotiations on tax matters are notoriously tough and prolonged. Even 
within the Empire, past experience has not shown a strong disposition to 
co-operate on this delicate question. Some countries may have little induce- 
ment to conclude a treaty on the standard lines. Some countries may have 
existing tax treaties with countries other than the United Kingdom which 
do not conform to the proposed standard lines, and they may feel unable 
to conclude a new treaty which will be inconsistent with their present commit- 
ments. If Empire and foreign trade must wait the conclusion of treaties 
before it can be assured that double taxation will not absorb the major part 
of the earnings, recovery must be indefinitely de’ayed. The desired contribu- 
tion will be missing which oversea trade should make to the increased national 
income upon which the future standard of living depends. 

The policy of treaties is, therefore, on trial and its success is wholly 
dependent on speed and smoothness in collecting treaties. If the obstacles 
should prove too intractable and negotiations too prolonged, the choice will 
inevitably arise of sacrificing either the tax or oversea income, and there is 
no doubt which is the more valuable to the country. This being so, it is 
necessary to examine briefly what these proposed standard principles are, 
in order to assess the probable reactions of the Dominions and foreign countries. 
They are demonstrated by the two Conventions signed on April 16, 1945, 
with the United States, which are issued as White ~Papers, Cmd. 6624 and 
Cmd. 6625. The first deals with income taxes ; the second with Estate Duties. 

The technique adopted in both treaties is the same. After an invaluable 
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series of definitions which ensures that the contracting parties speak the same 
language, the treaties select as many types of income and property as possible 
for exemption in one of the countries. The types of income and property 
which cannot be exempted are left to be doubly taxed, but the contracting 
parties undertake to provide in their legislation, outside the treaty, for a 
rebate against the home tax for the tax paid abroad. 

The exempted incomes include : 

(a) Trade profits earned in selling goods to the country without having 
a place of business there or in selling through a commission agent, or 
in buying goods inside which are sold outside the country. 

Profits from shipping and aircraft registered under the national flag. 
Interest on all kinds of indebtedness, including State bonds. 

Royalties on patents and copyrights and film rentals. 

State salaries and all pensions and life annuities. 

The incomes which are taxed are protected from discriminatory taxation : 

Trade profits earned in a permanent establishment are to be calculated 
as though the branch were independent of the head office. 
Subisidiary companies of non-resident parents are to be treated as 
domestic units, subject to rectification of their accounts if profits 
have been diverted. 
U.S. dividends to British shareholders are liable to the withholding 
tax, but at the reduced rate of 15 per cent. instead of 30 per cent. 
Dividends from subsidiaries to parent companies are liable at 5 per cent. 
Rents and royalties from real estate are to be liable at 15 per cent. 
instead of 30 per cent. 

Old arrears of taxes may be settled on favourable terms. 

There will be exchange of information for the operation of the treaty 
subject to non-disclosure for any other purpose, but there will be no assistance 
in collection of taxes. In the field of death duties, a set of rules has been 
agreed for determining the situation and consequently the liability of different 
kinds of property. Subject to proof in actual ap plication the tre aty appears 
to be extremely well drawn and to be an appropriate instrument for its purpose. 
It is hoped that the Dominions will react favour ibly to the offer of treaties 
drawn on these lines. It would be a great benefit to the trader in oversea 
markets to have uniform principles of taxation on which to base his organisation 
in whatever rege he may be trading. It would, however, be too optimistic 
to expect this. » long as the British tax law does not give relief for the 
Oversea tax, double taxation provides a form of protection to oversea 
markets against British competition, and it is a natural weakness to incline 
to tax the foreigner who cannot defend himself. 

At a rough estimate it will take two years to make treaties with those of 
the Dominions who are willing and to effect the changes in the Colonies. 
South Africa is likely to stand out and the two Rhodesias are doubtful. 
Among foreign countries an understanding may be reached with France 
fairly soon, but beyond that there is no sign on which to base any hope of a 
tax treaty within five years. And those five years may be critical for British 
Oversea trade. by obliging british trade to wait for the conclusion of 
treaties for the relief of double tax, the Chancellor may have put too long a 
handicap on its competitive power. If so, he carries a heavy responsibility. 





THE BANKER 


Organization behind Exports 
By Service Etranger 


F the public has not grasped the necessity for recovering and increasing 

our export markets it is not for want of exhortations from the Government 

and captains of industry. But we cannot expect to see a revival of inter- 
national trade unless the United Nations are able to create a suitable climate 
for it, nor will Britain be able to play a prominent part in a revival unless 
her political and industrial leaders can formulate and execute a wise policy 
at the highest level. On the assumption that these two blessings will be in 
great measure vouchsafed to us, what aids towards regular and profitable 
overseas sales may B ritish exporters expect to receive ? 

The “ exporter ”’ can be divided into three classes : (1) the very big concern 
that can afford its private army of representatives and which has in the past 
been largely independent of outside help ; (2) the smaller concern that has 
lost some of its pre-war markets and requires advice regarding fresh openings ; 
(3) the concern that has never exported before. Class (1) has lost something 
of its old assurance, for post-war prospects are fearsomely uncertain, and is 
inclined to ask rather querulously through its leaders what the Government 
is going to do about everything.* More usefully, some of our largest exporter 
firms are combining their great resources to solve the problems ahead—and 
of this enterprise more will be said later. Classes (2) and (3) stand in need 
of considerable help, often do not seem to know how to go about getting it, 
and sometimes entertain curious ideas as to the conduct of overseas trading. 
It is an examination of the available aids for these two classes (who constitute 
the great majority of exporters) that will form the substance of what follows. 

Auxiliary services to — rs come from three main sources: from the 
machinery set up by the Government, from organizations sponsored by the 
trading community itself, and from banks. These overlap at various points, 
but it will be simplest to consider them separately : 

(a) Government Services. Trade treaties have been a common feature of 
our legislation since the days of the earliest Parliaments and in the ten years 
before the outbreak of war we had a spate of them. We are concerned here, 
however, with what may be described as matters of internal policy, the acts 
performed by the servants of the Government with the intention of helping 
the exporter. Up to 1939, these acts were few, timidly conceived and poorly 
executed. There was an export credits guarantee scheme, but it was unduly 
limited in scope and unimaginatively conducted : this not through the fault 
of its Chief, but owing to weaknesses higher up the ladder. The re was the 
Department of Overseas Trade, a poor dependent of the Board of Trade, 
which issued brief cyclostyled leaflets of scrappy and frequently stale in- 
formation. There was the weekly Board of Trade Journal, the repository 
of official announcements and of foreign trade figures often enough extracted 
from the earlier publications of institutions such as the Bank of London 
and South America. 

his feebleness suggested that the Government’s commercial posts abroad 
were poorly manned both as to quantity and quality, and this in turn argued 


* See the House of Commons debate on export trade—Hansard, 6/12/44. 
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that the Highest Quarters still regarded this side of Government activity 
as something unworthy of development. Today, so the President of the Board 
of Trade tells us, all is changed. Two years ago, the method of selecting 
Foreign Office agents underwent considerable revision, and though our Com- 
mercial Diplomatic Service remains under the Foreign Office, appointments 
to the higher posts are subject to Board of Trade recommendation. Repre- 
sentatives are now subject to a more careful and more businesslike method 
of selection, and commercial attachés will no longer need to regard their 
appointments as dead-end jobs. 

At home, the Government’s organization has been brushed up with equal 
vigour. The Department of Overseas Trade has been made to feel that it 
is no longer a kind of Whitehall slum; consultative regional boards have 
been set up under the Board of Trade and Ministry of Supply to co-ordinate 
the expression of the needs of industries, and although they are at present 
largely confined to engineering and allied trades, we are promised an expansion 
of them with the coming of peace. On the advisory level there has also been 
established an Overseas Trade Development Council, which is said to perform 
important services for the Department of Overseas Trade. 

So much is discoverable from official pronouncements. What are the 
services visibly performed and of what value are they proving ? It is perhaps 
early days to expect the fruits of repentance to have ripened, particularly 
as the climate has been extremely unfavourable to export activity, but there 
does seem to have taken place a very great improvement both in the attitude 
and in the labours of the Departments concerned. In the writer’s opinion, 
pride of place must be given to the D.O.T. During the past few months it 
has started off two series of pamphlets: ‘“‘ Hints to Business Men ”’ visiting 
overseas countries, and Reviews of commercial conditions abroad. The 
arrangement and matter of these publications is first class and their only 
fault is that they are not being issued sufficiently rapidly. 

These pamphlets show that in the countries dealt with there must now 
be established some well-informed and sensible commercial attachés. We 
could wish, however, that the Board of Trade Journal contained some evidence 
that the gentlemen were being used for the extraction of current statistical 
matter. There has been a slight improvement in that depressing weekly 
recently, but it is as yet a poor advertisement of official enterprise. 

On May 1, the Export Credits Guarantee Department came out with two 
largely revised policies and a new explanatory leaflet. The production of 
these policies was heralded in Parliament as long ago as last December and 
we can only hope that they will justify all the care which has gone to their 
framing. The field ot foreign credit insurance had been explored by private 
enterprise before Government ever took a hand, and it must be confessed 
that private enterprise found it fairly stony ground. Here we have a type 
of insurance where it is very difficult, on a voluntary basis, to secure a well- 
spread body of risks and where it is impossible to advertise a clear tariff of 
premiums. It seems inevitable that the exporter will usually make use of 
the Department only when he is dealing with doubtful buyers or countries 
with a bad exchange restriction record. No good insurance scheme can be 
reared on such a foundation, and it is, therefore, arguable that the whole 
approach to the problem has been misconceived. This is not the place to 
set out a critique of the risks covered by the policies now offered, but there 















132 THE BANKER 





seems a good deal to be said for replacing the present elaborate schedule by 
a straightforward indemnity against the consequences arising from the in- 
solvency of the approved buyer and from the adverse operation on the contract 
of laws passed in the importer’s country subsequent to the contract. 

So much for the helping hand stretched out by the Government to exporters. 
Before we turn to the other auxiliaries, however, something must be said 
about the official hindrances that wartime has rendered necessary. These 
make their most frequent appearance in the numerous vetoes of the Export 
Licensing Department. LKefusals to grant permits will, of course, diminish 
from now on ; but as some considerable time is likely to pass before complete 
export freedom returns to us, a note on the system’s functioning will not be 
out of place. The Department’s offices are in the City of London, and it 
appears that nearly all demands have to be passed through this one narrow 
channel.* In spite of this serious drawback, the work of sifting and sanction- 
’ng goes on efficiently and no praise can be too high for the understanding 
shown at any rate by the senior officials. Exporters sometimes complain 
that they have had a permit refused only to discover a week or two later that 
1 competitor is receiving a licence for goods of an identical type. This must 
be hard to avoid completely, for the Department’s powers are conditioned 
“el the unpredictable nature of Service requirements. All that the individual 
exporter can do is to make intelligent use of the information service placed 
it his disposal by his two other helpers. 

(6) Business Co-operative Organizations. The exporter services provided 
by the business community for its members may be classified under three 
heads: British chambers of commerce established overseas; chambers of 
commerce with offices in London, directed to the fostering of two-way trade 
between Britain and a particular foreign country ; the exporter side of bodies 
such as the chambers of commerce of our great cities, and the various other 
purely British “ internal’ bodies such as the newly-formed BETRO. 

Intermediate between these organizations and the Government depart- 
ments stand the two thousand odd Export Groups, blessed by Government 
and endowed with a few special powers but run by the producers themselves. 
Reports on their utility are widely varied in nature, which is not surprising 
when we consider their number and the vast range of articles and firms in- 
volved. Most of the complaints remain oral and they are difficult to sub- 
stantiate, since they mostly resolve themselves into charges against com- 
petitors. It is obvious, however, that the other members of an export group 
whose product is controlled by one big firm or by a ring will see evil intentions 
all along the line and the chances are that they will not always be wrongly 
suspicious. So long as competitive skill counts (and it should count tre- 
mendously in export trade) the pooling idea inherent in the export group 
will be unwelcome to a certain type of able producer, and it is hard to see it 
as likely to be anything but a handicap in a free market. 

The truly independent organizations now claim attention. First, the 
British chambers of commerce overseas. Some of them are little more than 
sleepy appendages of the local business world and of the local British Club 
the less said about them the better, since no way exists of altering their 
methods. But there are others which have been of great use in fostering 


* A few goods are dealt with by Licensing Offices in the provinces or through export groups. 
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trade. One such is the British Chamber of Commerce in San Paulo, whose 
bulletin in pre-war days was one of the best guides to those interested in 
selling our goods to Brazil. The “ two-way” chamber of commerce also 
performs a useful function when it is alive to its responsibilities and oppor- 
tunities. It has the advantage of bringing together the business men of both 
countries so that each set le: arns something of the views of the other. A 
good example is provided by the Anglo-Egyptian Chamber, with offices in 
London and Egypt. Here again, the ~ chamber’s bulletin plays a vital rdle 
n providing just the kind of information sought by traders. 

These two kinds of chamber are used mainly by exporters who make big 
shipments to particular countries and they are too specialized for the man 
who is selling small lots here, there and everywhere. But all exporters have 
something to gain from membership of a live “ internal ’’ chamber, such as 
the London Chamber of Commerce. Here is a body with a membership 
too big and too diversified for its actual trade policy to be rigged and, because 
it has numerous members, the executive has to provide good value to a large 
number of people. Let those who think this task is simple examine care- 
fully any issue of the London Chamber’ s monthly “ Journal”’ with its mass 
of carefully sifted data, its lists of ‘‘ openings ”’ and its strong line on big 
issues. (We will pass over the currency cranke ry with which the name of 
the Chamber has, unfortunately, become identified.) 

A body of a more ambitious type has recently been formed in the British 
Export Trade Research Organization. Its sponsors were a handful of big 
firms, some of them producers and some of them advertisers ; and now, before 
the initial moves can all have been made, the foundation membership has 
risen to seventy. Three points must be made about BETRO. In it, banker, 
manufacturer, advertiser and merchant can all come together, drawn by an 
interest sufficiently narrowly defined to provide a satisfactory objective. 
Secondly, that objective has not been and cannot be achieved by any body 
less broadly organized. Thirdly, successful market research demands a 
well-directed and highly-qualified staff. Only its adumbration exists as yet 
and little more can be expected for some months ; the function of the organiza- 
tion is one of the highest importance, but we must wait a couple of years at 
least before we can measure performance. 

(c) The Banks. These also can be divided into three groups—those 
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specifically connected with some particular overseas area; the merchant 
banks ; the big clearing banks. All three groups have for many years kept 
records of importers and exporters and commodities; the clearing banks 
make liberal use of the more specialized foreign information of the other two 
groups, while these have learned to rely on the big banks’ extensive connections 
in England and Wales. 

Now in normal times this kind of work can be done adequately by an 
experienced, conscientious and not very skilled staff. Today its organization 
calls for imagination and drive ; that is implicit in the attention that it is 
obtaining from the banks, and on their own confession. But the choice of 
“Export or Die ’’ has called for and is receiving more response than a mere 
refurbishing of necessarily out-of-date credit standings. The whole foreign 
service is being reconsidered in the light (or half-light) of present-day conditions. 
In the ordinary departments, the exiguous wartime staff have to be rearranged 
on the expectation that they will have to cope, without much further help, 
with the first flush of liberated trade. But that is a purely internal matter. 
Of more interest is the growing awareness that help for the exporter implies 
not only more than a cursory ‘“‘ good for engagements,’ but also an expansion 
of the banks’ foreign advisory section. Among the banks dealing with par- 
ticular areas, an example of this development is provided by the Bank of 
London and South America, whose excellent guide to Latin-American markets 
was one of the first swallows proclaiming the coming of the next exporters’ 
summer. Of the merchant banks, Hambros Bank was also early in the 
field with a research study of U.S. markets, while its subsidiary, the Bishopsgate 
Trading and Export Company, stands ready to attract orders from abroad. 

Lastly the clearing banks, having advertised their special interest in the 
exporter, are facing the problems brought by his appreciation. The first 
job is to define the job—one enquiry leads to another until nothing human 
seems to be alien to the service. Each bank management must make up its 
own mind how far it can go, but two things are suggested by the general lie 
of the land. In the first place, the foreign interests of the clearing banks 
being worldwide, no original research into particular markets should be 
undertaken by them. On the other hand, full use should be made of the 
machinery provided by Government, Chambers of Commerce, Betro and 
any other body that has information to impart. It is not for a bank’s foreign 
trade advisory service to know all the minutiae of this or that control or market, 
but it should know whether the exporter ought to be directed and where the 
principal traps and fences are likely to be found. 

That the proper discharge of such a function is not easy will be readily 
admitted by anybody who pauses to reflect on the close inter-relation of trade 
and politics in the modern world. Nevertheless, much help can be provided 
by the local branch where the customer banks. The branch manager 
who takes the trouble to get the account-holder to use the service, who does 
a little sifting in order to rationalize requests, who attaches to the enquiry 
form some guidance as to the customer’s standing—such a man is not as 
common yet as he should be in this country. But this backing is essential 
if the specialist is not to waste much of his own time and that of his bank 
in preparing never-used information and replying to ill-conceived questions 
to which there can be no adequate answers. 
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France in Difficulties 
By Walter Hill 


F British policy in Europe is to have a realistic content, the extent and 

meaning of the legacies of economic impoverishment and political con- 

fusion left by the war should be fully understood. Like some of the other 
liberated countries, France needs above all supplies of goods and services 
and a realistic economic policy steadily pursued by a strong Government 
chosen by the people. Unfortunately, it can have neither immediately. 
There is no short-cut to material prosperity in France ; and there can be no 
strong Government pursuing steadily a progressive economic policy until 
after the general election, and then only if the new political aligninent promises 
a period of stability. 

The extent of the phy sical losses sustained by France can now be roughly 
assessed. In a recent issue of Le Monde, M. Henri Solente has estimated 
them at Frs. 700,000 millions in terms of pre-war prices. Their distribution 
is as follows : 


FRANCE’S WAR LOSSES 
(At pre-war Prices) 
Frs. millions 


Dwellings .. a a ms ie sa 300,000 
Transport and Communic ations aie aé oe ce te 200,000 
Industrial buildings and plant .. ; ks ‘ak Zi 100,000 
Reduction in industrial working capital ca a a 50,000 
Reduction in consumers’ stocks .. as ae én ee 50,000 

Total .. aa a sé ‘on - sia 700,000 





At the rate of Frs. 175 to the {, these losses are equivalent to £4,000 millions 
in terms of pre-war purchasing power, or nearly go per cent. of the net national 
income of this country in 1938. But the French national income was much 
smaller than the British before the war; in 1938 it was officially estimated 
at Frs. 267,000 millions, equivalent to about £1,520 millions, or a third of the 
British national income. The losses, in fact, are equivalent to more than 
two and a half times the pre-war national income of France. True, the 
pre-war national income of France was probably under-estimated ; and the 
extent of the war losses may have been over-estimated. Even if allowance 
is made for a reasonable margin of error, the extent of wartime “ disinvest- 
ment ”’ is greater, by comparison with the national income, than it has been 
in this country. And the present real national income of France is barely 
half that of 1938. 

Had France been able to go full steam ahead after liberation, the worst 
of the immediate shortages might have been overcome this summer. Un- 
fortunately, the volume of production, though slightly higher than immediate ly 
after liberation—when activity was almost at a standstill—remains well 
below the level of the first half of 1943. 

Food supplies are quite inadequate. Before the war the output of French 
agriculture was equivalent to about 3,000 calories a day per head of the 
population, that is the country was broadly self-sufficient in food. Last 
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year production was only about two-thirds of the pre-war level ; shortage of 
labour, the reduction in livestock, the exhaustion of the soil through lack 
of fertilizers, non-replacement of worn-out farming gear are some of the main 
reasons for the decline. The reduction in output. means a fall in supplies 
per head of the population from 3,000 calories to 2,000 calories a day. Equality 
in distribution would have meant a low, but temporarily supportable, standard 
of nutrition. But there has been no equality. The farming community, 
perhaps inevitably, has continued to consume its 3,000 calories a day; in 
consequence townspeople have had to manage with 1,500 or less. In con- 
ditions of semi-starvation rationing is difficult to enforce and black markets 
spring up because a starving family is willing to exchange almost anything 
for a mess of potage. The difficulties might have been somewhat mitigated 
by more drastic action by the Government ; but they cannot be solved com- 
pletely so long as total food supplies remain as low as they have been. 

This year’s harvest is again expected to yield at the most two-thirds 
of pre-war supplies. Energetic measures will be needed to step up production, 
by the recruitment of additional labour, for example. The rationing system 

ds tightening up still further. Above all, there will have to be imports, 
especially of meat and fats. M. René Pleven, Minister of National Economy 
and of Finance, has taken steps to secure at least a minimum of imports— 
such as meat from Argentina—but, in view of shortages elsewhere and of 
shipping difficulties, the amount of food that can be imported by France this 
year will be limited. 

If food supplies are low, industry is almost paralyzed. The extent of the 
damage caused to France’s industrial equipment by destruction, looting and 
non-replacement has not been as great as might have been imagined. But 

present French industries are short of coal, raw materials, transport and 
labour. Many industries, such as the iron and steel trades, are virtually at a 

standstill ; others are producing well below capacity. The present overall 
rate of output is probably less than a third of what it was in 1938. And 
there is no real improvement in sight. 

Coal is at present the biggest headache. Available supplies are equivalent 
to hardly two-fifths of pre-war consumption. A fall in output per manshift 
comparable to that in this country was made good during the period of occupa- 
tion by the forced recruitment of additional labour ; total production was 
thus maintained. But after the liberation of France there was a wholesale 
exodus of miners; as a result, production has dropped from an annual rate 
of 42 million tons to one of 30 million tons. After deducting the fuel needed 
in mining and the coal traditionally distributed to the miners, the amount 
available to the French economy is at the annual rate of some 25 million tons ; 
since there are at present virtually no imports—these were at the annual rate 
of about 25 million tons before the war—the country has to make ends meet 
with its reduced domestic supplies. These supplies have to be earmarked 
for transport, gas, electricity, and other essential services; there is very 
little left for industry and nothing for heating. Until coal supplies can be 
increased there can be no further recovery in industry. Industry, in fact, 
is completely strait-jacketed by the coal famine. 

The overriding task in industry is to increase the supply of coal. Domestic 
production will have to be speeded up at all costs, by the recruitment of 
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prisoners and by the provision of higher food rations. This is now being 
done. But the French mines also need equipment that can be supplied 
from this country and from the United States. Similarly, no time should be 
lost and no effort spared to raise production in the Saar and Rhineland mines ; 
this is the job of the Allies, and the major hope for the alleviation of the 
Continental coal famine. If shipping is available, the United States might 
be able to supply the marginal tonnage of coal—and fuel oil—for the next 
winter ; Britain, unfortunately, will have little to spare for its former customers. 

Many raw materials are also in short supply, but the French import pro- 
gramme is now being speeded up. But then raw materials are of little 
use without the coal needed for processing them. Coal supplies are at present 
the limiting factor in recovery ; but the shortage of coal merely disguises 
that of raw materials, of transport and of labour. The inevitable consequence 
of the paralysis of industry is a serious shortage of all manufactured goods, 
of textiles, clothing, pots and pans and the rest. This has been aggravated 
by the fact that a substantial proportion of manufacturing capacity in operation 
has been earmarked for military purposes. As in food, France may have 
to import some manufactured consumers’ goods, such as clothing. 

In finance, France has been left a legacy of inflation. Between September 
1939 and December 1944, Government expenditure amounted to Frs. 1,950,000 
millions ; of this total the cost of four years of occupation absorbed Frs. 858,000 
millions. Some 30 per cent. of this expenditure was financed from revenue, 
47 per cent. by borrowing, mainly on short-term, and 23 per cent. by the 
printing press. But despite the undoubted need for drastic action to stop 
inflation, to confiscate ill-gotten gains, and to ensure a more equitable dis- 
tribution of the reduced supply of goods, the overriding problem of France 
has been and remains that of increasing physical supplies by an increase in 
the tempo of industrial and agricultural production and by imports. 

All these problems, physical as well as financial, have been overlaid by 
political confusion and antagonism. Even before the war France suffered 
from social unrest, from a serious cleavage between the Left and the Right. 
This cleavage has been accentuated by the ruthless repression of the Left, 
including the trade unions, by the Vichy régime, and by the active collabora- 
tion with the Germans of a number—though a minority—of industrialists. 
At the moment of liberation, there was undoubtedly an active minority in 
favour of revolutionary changes towards the Left. There was, in addition, 
a group of well-meaning patriots who thought that the liberation of France 
provided an opportunity for a number of far-reaching structural changes 
that were to pave the way for a better and more progressive France. But the 
balance of political forces was thén against a revolution; and there were 
many who held that far-reaching social and economic changes should not 
be undertaken before the people had had an opportunity to state their wishes 
at a general election. 

This conflict of views prevailed even at the ministerial level. M. Mendeés- 
France, formerly Minister of National Economy, was in favour of drastic 
measures. His financial proposals are well known and need not be re-stated. 
But he also pursued a policy that would have given the Government 
control over industry by denuding it of its working capital and of its cash 
resources. After the liberation of France, overheads per unit of output 
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increased as a result of the headlong fall in production ; industrialists were 
compelled to pay 25 per cent. of the wages of redundant workers ; in September 
wage rates were increased by an average of 40 per cent. But industry was 
not permitted to raise its prices, with the inevitable result of loss and gradual 
financial exhaustion—staved off, by some, by illegal sales to the black market. 

M. René Pleven, now Minister of National Economy and Finance, was 
the protagonist of the section of the public opinion that had set its face against 
fundamental changes in the relations between the State and industry, pending 
a general election. He was not against drastic action, but for action within 
the limits of the existing economic and financial setup. In his Budget speech 
he proposed economic and financial policies analagous to those pursued by 
this country since the beginning of the war. He also proposed stern measures 
to arrest inflation, to bring tax evaders to heel, to confiscate illegal and 
collaboration profits and to introduce a capital levy on wartime gains. In 
particular, he emphasized the need to tackle the most urgent problem, that 
of increasing production, and, in the course of a subsequent statement, he 
proposed to re-create the conditions in which private enterprise can work by 
permitting industry to pass on to consumers at least some of the increase in 
its costs. In other words, he intended to lead the country back, not to the 
pre-war régime, but to a régime not very different from that of this country. 
In the end, the moderate element prevailed, though the balance of political 
forces may change between now and the election. 

This is not the occasion for discussing the relative technical merits of the 
policies advocated by M. Mendés-France and M. Pleven. Both aimed at the 
restoration of the shattered French economy, though with different methods. 
M. Pleven, moreover, has still to show results. Even less is this the 
occasion for expressing an opinion on the political issues involved ; these are 
matters for France to decide, without gratuitous advice from this country. 

The fact is, however, that the absence of a clear-cut policy, backed by 
public opinion and steadily pursued, has been a hindrance to recovery in the 
past. France is, in fact, suffering from a political malaise that will last at 
least until the elections. This malaise is being steadily increased by the 
hardships people suffer because of the lack of supplies, and these will inevitably 
influence the political alignment in France. The recent municipal elections 
revealed the expected swing to the Left, that is by comparison with the results 
of the elections of 1936. It is more difficult to estimate whether the swing 
to the Left would have been more marked if the elections had been held after 
the liberation of the country. The conventional answer is that the Right has 
had time to reassert itself and that elections eight months ago would have 
gone still further to the Left. But, in the absence of a test, it is equally likely 
that an earlier election would have gone not more, and possibly less, to the 
Left, for many of the votes cast for the Communists in the towns were in the 
nature of a protest against the shortage of food and other supplies. If this 
view is the correct one, the extreme Left stands to gain rather than to 


lose. 
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Latin America’s Surplus Funds 


Measures to Check Inflation 


By a Special Correspondent 


RGENTINA’S note circulation rose from 1,191,000,000 pesos in December 
Aco to 2,354,000,000 pesos in December 1944, whilst the Central 

Bank’s reserve to notes and other sight liabilities advanced from 77.45 
to 83.51 per cent. Cheque clearances in Buenos Aires rose in 1944 to 
68,642,000,000 pesos from 60,169,000,000 pesos in 1943. Total bank deposits 
at January 31, 1945, were 7,888,000,000 pesos (against 4,018,000,000 at 
June 30, 1939), total discounts and overdrafts 3,855,000,000 pesos 
(3,141,000,000) and total cash 2,049,000,000 pesos (760,000,000). The in- 
flationary trend shown by these figures is directly related to the large favour- 
able trade balance and the consequent building up of additional reserves of 
gold and foreign currency. Thus, Argentina's active merchandise trade 
balance in 1944 was equal to as much as £80,000,000 sterling, following upon 
over £70,000,000 in 1943. 

The comments of the Argentine Central Bank, in its 1944 Report, upon 
the above position, are of much value in relation not only to Argentina, but 
because in general they are applicable to most other South American countries. 
The Bank points out that the cutting off of foreign supplies had reduced the 
volume of goods available whilst, at the same time, increased incomes had 
created greater purchasing power, causing disequilibrium between supply 
and demand. Large profits had been made by manufacturers, producers 
and merchants, and the wealthy classes had benefited. Wholesale prices 
of imported products in 1944 were 141 per cent. higher than before the war, 
whilst prices of Argentine industrial products were up by 59 per cent. and 
the wage level had also risen. The Central Bank and the Ministry of Finance 
were in agreement regarding the urgent need of dealing with the growing 
problem of inflation, which would become aggravated in post-war years if 
Argentine products still found easy markets at high prices and foreign suppliers 
continued to experience difficulty in meeting the Argentine demand for 
imports. 

The Committee of the Buenos Aires Stock Exchange, in its 1944 Report, 
expresses the view that the inflationary tendency has been further accentuated 
by the steady increase in Government expendifure—a remark which applies 
also to some other South American countries. The Committee stated that, 
despite certain measures such as the fixing of maximum prices, there had 
been no co-ordinated action to arrest inflation. ‘Nevertheless, evidence of 
the Government’s realization of the position was to be found in the creation 
of the National Post-War Council, whose purpose is to seek a balance between 
Government expenditure and income, whilst at the same time to study the 
trade problems which may be expected during the post-war period and to 
combat, by the process of close control and co-operation among the many 
interests concerned, the inflationary tendency which, if not checked soon, 
may have adverse results during the post-war period. 

In fact, the Minister of Finance has more recently submitted detailed 
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anti-inflationary proposals to the Council, which advocate, inter alia, economy 
in public expenditure and a reduction in State borrowing, increase in taxation, 
strict control of prices, restriction on the entry of foreign funds, also restriction 
of exports and the encouragement of imports. It is also proposed that 
commercial houses be excused profits tax on a certain percentage of their 
profits, provided these are deposited with the Central Bank and earmarked 
for post-war replacement of urgently-needed fixed assets such as machinery. 
Also, the Government is shortly to issue ten-year non-transferable saving 
certificates—on terms similar to those issued in Britain—whereby it is hoped 
to assist in immobilizing the spending power of the public. Finally, the 
Central Bank, in its 1944 Report, whilst recognizing the satisfactory results 
achieved through the co-operation of the commercial banks in the past, 
nevertheless proposes in the first place that, in order to ensure a more efficacious 
control over banking credit, it should be empowered to raise or lower the 
minimum cash holdings of the commercial banks which, it is claimed, would 
fit into the anti-inflationary measures which are in preparation. Secondly, 
whilst the Central Bank considers its powers to issue securities to absorb 
surplus funds as amply sufficient, it is suggested that other plans may make 
new powers necessary. 

As an example, a plan to sell foreign exchange for future delivery against 
cash payment is mentioned which would give importers the certainty of 
being able to dispose of foreign exchange, when required, at a previously 
secured rate. Thirdly, with special reference to the intervention of the 
Central Bank in the National Bond Market in September last, its previous 
suggestion that the limit for the Bank’s purchases of National Bonds be 
raised, is repeated. It may be recalled that under the present law the Central 
Bank is entitled only to purchase National Bonds up to the amount of its 
capital and reserves, plus the amount of Consolidated Bonds of the National 
Treasury which it has amortized. 

Uruguay’s note circulation at January 31, 1945, totalled 151,111,000 pesos 
(compared with 129,860,000 pesos twelve months earlier). Of this figure, 
notes to the value of 122,207,000 pesos were held by the public (against 
105,081,000 pesos in January 1944), whilst sight deposits were 212,898,000 
pesos (151,429,000 pesos), so that the total means of payment was 335,105,000 
pesos (256,510,000 pesos). The possible adverse effects of this increase of 
78,595,000 pesos in the means of payment were, however, partly counter- 
acted by the Decree of October 30, 1944, which obliged banks to maintain 
a higher cash percentage to liabilities. Moreover, in consonance with the 
favourable balance of overseas trade, the gold reserves held by the Banco 
de la Republica continue to expand and at February 28, 1945, amounted to 
248,732,000 pesos (of which gold deposited abroad represented 115,148,000 
pesos), whereas the figure twelve months earlier was 188,825,000 pesos (of 
which 55,239,000 pesos was deposited abroad). 

An interesting development in Uruguay is that, in accordance with the 
regulations issued by the Government by virtue of the 1944 Budget Law, 
all securities and moneys deposited with banks, sundry institutions and 
private parties in accounts which have remained dormant for five years as 
at April 10, 1945, have had to be transferred to the Banco de la Republica 
for account of the State. In the case of the adminisffation of properties, 
transfer has had to be made to the Caja Nacional de Ahorros y Descuentos. 
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LATIN AMERICA’S SURPLUS FUNDS 


y Restitution may be claimed within ten years in the case of securities and 
L, moneys, and within thirty years in the case of properties. 

n Peru’s foreign trade turnover in 1944 ran at record high levels, whilst 
t the export surplus was substantially higher at about 33,000,000 soles against 
ir 11,000,000 soles in 1943. The monetary position continues sound for, whilst 
d the note circulation increased during the twelve months ended November 


1944 from 333,000,000 soles to 406,000,000 soles, the cash reserves of the 
Central Bank were virtually unchanged at about 138,000,000 soles. More- 
over, the latter item includes some 39,000,000 soles in legal gold reserves 
which is valued at 2.37 soles per gramme, whereas the actual value is 7.09 
soles per gramme. 

Inflationary tendencies have been particularly marked in Chile, where 
the note circulation at end-1944 was 3,196,500,000 pesos, compared with 
2,802,300,000 pesos twelve months earlier. No less than 78.6 per cent. of 
the total amount of circulating medium at end-1944 was in the hands of 
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', the public. In an endeavour to reduce the volume of circulating medium 
b in the hands of the public and to increase that held by the banks, a Chilean 
e Decree of April 1945 provided for the publication of details of protested cheques, 
in order to stimulate confidence therein and to encourage their use. Although 
t various anti-inflationary measures are proposed, these are likely to have only 
f a minor effect unless coupled with a reduction in Government expenditure. 
y The movement in credit facilities accorded by the commercial banks in 
local currency in Chile during the first ten months of 1944 was relatively 
s normal, but an unusually sharp rise in advances in the last two months of 
e the year brought the total up to 4,390,200,000 pesos at December 31, 1944. 
J This increase in bank credit occurred exclusively in operations eficcted with 
s the public, the total of which rose in 1944 by 701,100,000 pesos to 4,149,500,000 
1 pesos. Deposits in local currency in the commercial banks also showed a 
considerable increase of 567,700,000 pesos in 1944, which, however, was 
S almost as great as the rise registered in 1943. The total amount of deposits 
> at the end of December 1944 was 3,840,900,000 pesos. Of this sum, 
t 3,078,300,000 corresponded to deposits effected by the public, which increased 
0 during 1944 by 530,100,000 pesos. 
0 The cash position of the banks was not so favourable in 1944 as in the 
f previous year. The daily averages in both years indicated that the total 
ss cash holding rose from 695,400,000 to 739,200,000 pesos (including 172,200,000 
n and 166,100,000 pesos, respectively, in credit documents) ; but at the same 
e time the excess reserve over the minimum legal cash holding fell from 
0 153,200,000 to 105,400,000 pesos. The average of rediscount operations 
0 effected by the banks with the Banco Central during 1944 was 185,000,000 
0 pesos, against 119,000,000 pesos in 1943. The net amount (excluding duplica- 
f tions) of credit accorded by all the banking institutions of Chile, that : is to say, 
the commercial banks, the National Savings Bank, the Banco Central, the 
e Caja de Crédito Popular and the various industrial development institutions, 
' rose from 7,243,000,000 pesos at the end of 1943 to 8,284,000,000 at the close 
d of 1944. The increase amounted to 14.4 per cent. Approximately one-half 
S of this increase was due to the rise in the general price level in 1944; the 
a other half corresponded to an effective increase in the volume of business. 
, A Decree issued in Brazil on April 13, 1944, reorganized the Banking 


Mobilization Fund (which was set up in June, 1932, in order to mobilize the 
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country’s cash resources) and amplified its functions. Commenting upon 
the new measure, the Brazilian press noted the considerable expansion in 
the banking industry in Brazil which had taken place since the war. This is 
borne out by recent official figures, which gave the total of bank deposits 
throughout Brazil as at December 31, 1944, at 40,949 million cruzeiros, whilst 
bank loans aggregated 41,328 million cruzeiros. The increase in these f igures 
has been particularly marked during the past two years, whilst the expansion 
in deposits since 1939 has been by 155 per cent. and in loans by 205 per cent. 
The increase recorded over the past decade was 452 per cent. in the case of 
bank deposits and 458 per cent. for bank loans, the respective figures for 
1934 having been 7,419 million cruzeiros and 7,406 million cruzeiros. 

The considerable expansion in Brazilian banking indices brought about 
by the war is reflected also in the following changes shown in the principal 
items appearing in the balance sheet of the Bank of Brazil as at December 
31, 1944, compared with August 31, 1939: Total deposits, Cr.$14,414 millions 
(Cr.$4,294 millions); loans and discounts, Cr.$13,772 millions (Cr. $3,823 
millions) ; balances in foreign currencies, Cr. $5,016 millions (Cr. $163 millions) ; 
gold held for account of the national Treasury, Cr. $6,628 millions (Cr. $605 
millions). 

With sustained Allied demand for strategic materials, etc., Brazil established 
a favourable trade balance in 1944 equal to about £34,500,000, following upon 
£32,100,000 in 1943, whilst over the four years 1941 to 1944, inclusive, the 
active trade balance was equal to no less than £117,000,000. Adding thereto 
the requirements of active internal development, as also Government ex- 
penditure, it is perhaps not surprising that the note circulation expanded 
further during the year 1944 from 10,975 million cruzeiros to 14,457 millions, 
although the combined reserve value of gold and foreign currency holdings 
at end-1944 represented a backing of 80.5 per cent. for the total note issue. 

In view of the benefits to the monetary and banking situation in other 
South American countries which have resulted from the control exercised 
by a central institution, it is encouraging that a Brazilian Decree of February 2, 
1945, created a Superintendency of Currency and Credit, with the immediate 
object of exercising a control over the money market and as a preliminary 
to the ultimate organization of a Central Bank in Brazil. Until such time 
as that Bank has been legally created, the Supreintendency is to undertake 
certain functions usually exercise ‘d by a central institution, including recom- 
mendations as to the issue of paper currency, the control of banking operations 
in general and also of exchange policy, the regulation of interest and rediscount 

rates. the purchase and sale of gold and foreign exchange and of Federal 

Government bonds on the stock markets. In addition to maintaining sufficient 
cash for their ordinary requirements, the banks are obliged to keep on deposit 
with the Bank of Brazil, free of interest and to the order of the Superintendency, 
certain percentages of their sight and fixed deposits. 

In contrast to the effects of war expenditure as in Europe, the inflationary 
tendency in Latin-America arises largely from embarras de richesse, there 
being too much money to spend w ith too little to spend it on. Provided, 
there ‘fore, Government expenditure is kept within bounds, the position should 
tend to right itself as soon as accumulated wartime exchange reserves can be 
utilized in the post-war period to meet the pent-up demand for imports from 
abroad. 
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Far Eastern Contrast 
By BE. W. Forge 


LTHOUGH a position of potential inflation persisted in India during 
Aitie past year, and was indeed accentuated, anti-inflationary measures 

met with a very considerable degree of success. Sufficient indeed to 
halt the rise in most prices and even to bring a few modest falls. While the 
sale of gold—and to a less extent of silver—played a considerable part, as 
did the discouragement of speculation and encouragement of investment in 
industry, the most potent factor was the increase in taxation and still more 
the speeding up of the process of collection. This has reached a point where 
profits are, in large measure taxed as soon as made. In a country which is 
much given to speculation at short term, the fact that profits no longer remain 
for a period of months in the hands of the taxpayer before the tax is taken 
has had a very great effect. 

Full budget figures are not as yet available, but the estimated rise in 
tax revenue made at the end of the period was greater than the estimated 
rise in total outlay on the war of the Indian and British Governments together, 
made at the beginning of the period. It would be too much to expect more 
than the whole of the increase to have been absorbed, and doubtless U.S.A. 
expenditure, which does not appear to be included, has been very substantial. 
In any circumstances an expansion of 40 per cent. in the yield of taxation 
in one year is no mean achievement, even if the rise in total outlays is much 
greater than the 10 per cent. of the quoted figures, admittedly incomplete. 

No one will maintain the Indian problem has been solved, and Sir Jereny 
Raisman not only admitted that an inflationary gap persisted, but pointed 
to the need for everybody to restrict expenditure still further and increase 
their lending to the Government. Strangely enough, the issue of premium 
bonds, made during the previous year, appears to have had very little appeal 
and scarcely any mention has been made of it. 

A contribution to halting the rise in prices has, of course, been the better 
supply of food, but in other particulars there has so far been little relief from 
the acute shortage of imports, which is one side of the picture. The first 
signs of any re lief were afforded some six weeks ago by the lifting of some of 
the restrictions upon imports from this country. Since then there have been 
numerous enquiries, orders have been placed and some payments in advance 
have been made. Some bankers suggest that there has been a falling off in 
the rate of accumulation of deposit accounts and there has certainly been a 
slowing down in the past few,weeks in the rate of accumulation of sterling 
securities and other balances ‘held abroad by the Reserve Bank of India. 
Recently the rise has been at‘the rate of about {2 millions a week against an 
average for the whole of the past year of rather over £6 millions. It is not 
unre asonable to assume that a part of the difference is due to the commence- 
ment of a spending campaign whose limits will be set only by the terms 
arranged for the liquidation of the sterling balances. 

The increase in the total overseas assets of the Indian Reserve Bank in the 
past year has been some £316 millions against £288} millions in the preceding 
twelve months and about £320 millions in the two years to early May 1943. 
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In the earlier periods the whole of this accumulation was in sterling. But 
since the early spring of last year India has retained the net dollar proceeds 
of her trade with the U.S.A. During the past two years the rises in the 
holding of sterling securities have been £155 millions for 1944-45 and {213 
millions for 1943-44. Meanwhile, increases in balance abroad have been 
{161 millions and £754 millions respectively. The movements in both com- 
ponents of the total appear to have been steady, and it is possible that the 
growth in the rate at which balances have accumulated is due in substantial 
measure to net accumulations of dollars. 

Although substantial orders have already been placed in this country by 
India, it is very far from clear that any great expansion in exports will be 
possible for some considerable period. Further, it is very doubtful whether, 
should large quantities become available, the shipping will be free to carry 
them to India. The expansion and rehabilitation of Indian industry may 
well have to await the conclusion of hostilities in the Pacific in so far as it is 
dependent on larger imports. Against this, it is almost inevitable that India 
and Ceylon will be, to some extent, the arsenal and base for the growing Pacific 
campaign and it is more than probable that Anglo-American expenditure 
there will reach new heights. During the past year the expansion of the 
deposits of the British-owned banks in India has accelerated, despite the anti- 
inflationary measures. But up to the date of the latest accounts the increase 
in advances and similar items had slackened. Consequently, the rate of 
accumulation of “ liquid ’’ resources has been substantially increased. 

A development which may before long constitute a major problem, both 
for the large banking institutions of India and for the Indian Government 
is the growth of small banks. Apart from the British banks and the dozen 
or so large Indian banks which are run on similar lines, there has for long 
been a tendency for the emergence of a number of small concerns, many of 
which are run by people with little experience and very modest capital. The 
period of extreme monetary ease which has been a feature of India’s wartime 
economy has greatly stimulated the growth of these institutions, of which 
the number is now said to be legion. No harm would be done if these banks 
were prepared to finance local enterprise and to maintain adequate reserves, 
but it is to be feared that, for the most part, they do neither one nor the other. 

Their business is almost entirely the financing of security holdings often with 
money raised by pledging securities. The degree of pyramiding is believed 
to be very great and nobody knows to what extent they live by taking in 
one another’s washing. So long as there is no fall in security values, and 
particularly in Government securities, all may be well, but it is impossible 
to guarantee that there will not be a fall sufficiently large to threaten the whole 
structure of these institutions. If the sums involved are as large as the 
numbers of the new banks would suggest—even although many have only 
a capital of a few thousand pounds, or even less—the effect upon prices of 
Government securities and upon the whole banking community may be 
disturbing, if no worse. The position appears to call for Government action 
to ensure that the worst excesses of speculation are avoided. 

On the whole, the Indian picture must be considered encouraging, provided 
that political factors do not intervene to render nugatory the efforts of the 
administration to keep inflation in check. For the Far Eastern banks there 
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s also a prospect of some branches being restored to their control in the not 
distant future. The Chartered Bank and the Hong Kong and Shanghai 
are waiting to resume business in the Phillipines at any moment and it cannot 

- long before those concerns with branches in Burma will be able to take 
possession once more. With the latter of these areas at least active trade 
should be resumed as soon as shipping is available. The liberation of a large 
part of Burma has, presumably, come early enough in the season to ensure 
that there will be little interference in the rice crop and there is no doubt 
that it will find a ready market. It will take long to get the oilfields and 
nines in production, but there may, none the less, be early opportunities for 
banking business. 

In Burma the liberating armies have found the inhabitants possessed of 
masses of currency issued by the invader, and it is certain that the same 
phenomenon will be met throughout the occupied areas. It is said that 
the authorities have refused to accept responsibility for these Japanese notes, 
but it is doubtful whether the matter can be left there. Certainly it will 
constitute a difficult problem for the Chinese Government when its territory 
is finally liberated. 

Meanwhile there is not a great deal that is new in the Chinese banking 
set-up. Inflation is rampant, as it was a year ago, and such measures as the 
Chungking Government has taken have proved inadequate to control it. 
During the whole of the year the sole means of communication with the 
outside world has been by aeroplane and there have been no opportunities 
for commercial business and, in conse quence, only the most modest demands 
upon the two banks, the Hong Kong and Shanghai and the Chartered Bank, 
which still maintain offices at Chungking. Even when the country is finally 
liberated, the finances must be in a chaotic condition and, on the large assump- 
tion that a single stable Government can be established, it is almost inevitable 
that much assistance will be needed from outside before China can give any- 
thing appreciable in return. It is presumed that we shall retain Hong Kong, 
but, for the rest of China, we and America have abandoned our extra-territorial 
privileges. It is certain that this country ought to make every effort to 
retain a share in assisting the Government to develop the country. But 
just how this is to be done is by no means clear. 

There has been very little reliable news from China in recent months, but 
it appears that the Chungking Government has succeeded in maintaining 
some elements of a tax system and in keeping the official rate of exchange 
steady. It is to be regretted that relations between the Government and 
those who will have to help finance reconstruction are so tenuous, but it is 
difficult to believe that a country in such need of outside assistance as China 
will be can fail to see the benefits of international co-operation or to afford 
reasonable terms to trade and financial interests which carry no political strings. 
So far as this country is concerned, its contribution to the solution of China’s 
problems must lie in its trade connections and in its experience of Chinese 
conditions rather than in the granting of large long-term loans. 


Bank of Adelaide 


All communications should now be addressed to 11 Leadenhall Street, London, 
E.C.3, the office at St. Albans having been closed. 
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Banking in Liberated Europe 


HE past six months witnessed the liberation of all countries under 
"T ceca domination. It will take some time before the effects of war 

and German occupation on the banking systems of all the liberated 
countries can be fully assessed. Already at this stage it is possible, however, 
to draw a general picture of the position. 

The immediate effect of the liberation is the severance of the links carefully 
built over a period of years between the banks of the Reich and those of the 
“ subject ’’ countries. The German banks had secured strong participations 
in leading banks of the defeated nations and of the satellite States. They 
also established affiliates and branch offices. By such means they have 
secured indirect financial control over a very large part of the industrial 
and commercial firms of the German-dominated countries. It was seriously 
believed in many quarters that this financial control would be allowed to 
survive the military and political control. As a matter of fact, the decision 
of the Allied Governments to declare null and void any acquisition of securities 
by Germany in occupied countries led to the severance of all these links the 
moment Europe became liberated. The German bank-branches and affiliates 
will be liquidated, and the German shareholding in the banks of liberated 
countries will be declared invalid. 

In each liberated country there has been a sharp increase of bank deposits 
during the German occupation, as a result of the inflationary financing of 
the occupation costs, and as a result of the huge claims of frozen Reichsmarks , 
which had to be financed through the creation of additional currency and 
credit. Towards the close of the German occupation there have been some 
withdrawals owing to the prevailing uncertainty. Even so, bank deposits 
in most countries are now several times larger than they were in 1939. _Like- 
wise, their note circulation has also increased to an even larger degree. At 
the same time, such gold and foreign exchange reserves as the Germans had 
been able to lay hands upon had been seized for the benefit of the Reichsbank. 
Some of this looted gold may be restored as a result of the seizure of some of 
the German gold reserve. 

The problem of dealing with the inflated note circulation and credit structure 
has been one of the most difficult tasks the Governments of the liberated 
countries had to face. In Greece the position had got entirely out of control, 
and non-stop inflation led to a complete depreciation of the drachma. Thanks 
largely to British assistance and advice, it was possible to create a new drachma 
in the place of the old one. Though the success of the monetary reform 
was gravely menaced by the civil war, there were indications that Greece 
had entered a period of comparative stability. Unfortunc+ely, renewed 
political uncertainty gave rise to a fresh wave of distrust in May. 

Belgium tackled her problem with firm hands. Immediately after her 
liberation she blocked a large part of her note issue, and preparations were 
made towards definitely disposing of the unwanted surplus through a tax 
on all increases of assets during the German occupation. This measure 
encountered resistance, and the Government eventually decided to replace 
it by a tax on abnormal war profits and on profits on deliveries to Germany. 
At the same time, the note circulation had to be allowed to increase once more, 
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partly owing to military expenditure and partly owing to the necessity of 
releasing much of the blocked balances. 

Information from countries more recently liberated is far from adequate. 
There is practically no news about banking conditions in most countries 
liberated by the Russian Army. In Germany itself the military collapse 
was preceded by wholesale withdrawals of deposits from banks, owing to the 
migration of the civilian population and the general uncertainty. The 
Reichsmark underwent a sharp slump on the neutral foreign exchange market, 
and its internal purchasing power fell heavily owing to the relaxation of 
price control that accompanied the general confusion. Indeed, to a large 
degree the German people have reverted to barter. 

The neutral countries have passed legislation freezing all German assets, 
in order to prevent Nazi fugitives from drawing upon their “ nest-eggs.”’ 
The Allied military authorities, too, have enacted drastic measures to the 
same end in occupied Germany. 


Middle East Problems 
(By a Correspondent) 


N common with all other areas which have been brought in close contact 

with the war and its requirements, the countries of the Middle East con- 

tinued during the past year to suffer from the effects of inflation, but the 
degree to which it has been possible to combat these effects continued to vary 
widely from country to country. A consideration of the position in this 
area suggests that, even when trading conditions are difficult, a very great 
deal can be effected, granted a stable Government and an efficient administra- 
tion. If either of those is lacking only the most favourable technical position 
is of much avail. Thus, it is not surprising to find that Syria and Iran, both 
of which have suffered political disturbances, have, on the usual criteria of 
monetary circulation and price levels, fared worst, but recently in Syria the 
cost of living has been kept down very successfully, by subventions, having 
regard to the fact that the other indices show something like a tenfold increase 
since pre-war days. 

It is probably true that for the whole area the past year has seen some 
decline in the greatest element in inflation, namely the spending of the Allies, 
and this is particularly so in Turkey, where the competition for supplies 
between this country and Germany ceased some time back. It is interesting 
to observe that the recently concluded Trade and Financial Payments Agree- 
ment between this country and Turkey lays some stress on determining the 
date and terms of payments in sterling. Behind this is the possibility that 
Turkey will find herself short of exchange for part of her programme of capital 
re-equipment and this should act as an offset to the existing surplus of liquid 
funds. 

As against the position in these countries to treat of that ruling in Palestine, 
Iraq and Sudan, all of which are in varying degrees under British influence, 
is to enter a more familiar atmosphere. The Sudan made very large profits 
on sales to Egypt and by other means, but its cost of living is no more than a 
bare 60 per cent. above pre-war levels, while its neighbour and natural partner, 
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Egypt, had at the end of January a rise in cost of living of 193. The success 
in the Sudan appears to be due largely to the adoption of State trading. The 
bulk of the profits on the sale of produce accrued to a central agency which 
used them, inter alia, to subsidize the price of goods imported, largely from 
Egypt. It is not clear that this absorbed the whole of the profits, but the 
administration has doubtless outlets for any net surplus which will benefit 
the country. 

In Iraq the evidences of inflation are greater than in either the Sudan or 
Egypt, but they have recently been ke pt in check by the twin expedients 
of gold sales and the issue of loans carrying a re latively low rate of interest 
and high profits for those fortunate enough to secure favourable redemption. 
Despite this, such gold sales as are still permitted attract rates equivalent 
to about {5 sterling for the sovereign against the British price of 39s. 3d. 
Che Iraqi cost of living index shows a rise of some 296 per cent. against 1939, 
but there appears to have been less attempt to subsidize prices of essential 
commodities. Probably largely as a result of this and the inevitable rise in 
wages, most of the financ “ial indices show rises which are not greatly inferior 
to those of Syria and Iran. 

So far as formal figures are concerned, the greatest success outside the 
Sudan appears to have been achieved in Palestine, where the rise in cost of 
living since 1939 was in March 158 per cent. The degree of success in 
the last year has been really substantial. At the end of January the wages 
index stood at 254 or less than 10 per cent. above the level of a year before. 
improved taxation and the issue of premium bonds have been two of the 
principal methods of combating the effects of an excessive increase in circulat- 
ing media, which is now of the order of seven times the pre-war level. There 
was a time when it was feared that the parity could not be held, but this is 
a matter for the decision of the British Treasury and there is no doubt they 
can hold the rate if they so wish. At present there is no reason to suppose 
that it will not be held. The country has over £100 millions of sterling balances, 
derived from a variety of sources, and a number of its domestic enterprises 
appear to be doing very well indeed. It is said that there are almost un- 
limited opportunities for capital development as and when the materials 
can be supplied. Throughout the war the budget has been kept in balance 
until the current year when a small deficit is a incurred in order to increase 
food subsidies and so prevent further price rises. Recently, monthly i increases 
have been of the order of 1 per cent. It seems that the position is here well 
in hand, although that does not necessarily mean that further rises will not 
occur in uncontrolled prices. 

Finally, in the most important country of this group, Egypt, there is hope 
that the worst of the inflationary rise is over. Statistics are difficult to 
obtain, other than those of the cost of living index, and this formerly showed 
a regular yearly rise averaging about three points a month. It was, however, 
virtually stationary between October 1944 and last January, as was the index 
of food prices, so that there is some indication of a change, and this change 
is possibly to be associated with the increased opportunities to import arising 
from the recent agreement with this country. Since then very large orders 
have been placed here—and, it is believed, considerable amounts with other 

sections of the sterling area. Egypt’s sterling balances are now in excess of 
£300 millions and there is likely to be ample supply of projects to absorb a 
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very substantial part of this surplus, not to mention re-stocking demand. 
It is understood that progress is being made with the discussions for the new 
Assouan Dam, and if these lead to action that will mean some large contracts 
for this country. The note circulation of the country continues to soar, 
having risen by almost 50 per cent. in eighteen months to March last, 

ye * Aegg he atonal 
despite the fact that the Government is collecting in taxes a rather higher 
proportion of a total budgetary outlay which shows only a very modest increase 
on the year. 

Tha “ ble s ae g = as : ; 

The following table summarises the movements in note circulation and 
prices in various Middle East countries: 


Wholesale Cost of Note 

Country Prices Living Circulation 

1939 Dec. 19 1939 “0h 1942 1939\f Dec. 1942 
a ad = aa Te = i = a. YM — = a 
Egypt .. ee Soa sil 333 (Jan.) 132 293 (Dec.) 136 576 (Mar.) 237 
Palestine "ar oe is 353 (Feb.) 116 258 (Mar.) 123 739 (Mar.) 342 
Syria .. ae as oP 1,203 (Jan.) 158 620 (Jan.) 170 998 (Mar.) 317 
Iraq kis ‘a Ra rr 498 (Feb.) 93 396 (Mar.) 129 962 (Mar.) 400 
Iran at is aa se 513 (Jan.) 139 699 (Jan.) 179 794 (Feb.) 424 
Sudan .. 228 (Dec.) 111 166 (Feb.) 110 159 (Dec.) 104 


It need hardly be said that in these circumstances the experience of bankers is 
a continued expansion of the funds at their disposal without, until quite recently, 
any great outlet for them other than by investment in Government securities. 
As previously mentioned, a change is, however, coming and the rate of change 
will be accelerated by every release of men and materials from war work in 
this country and the U.S.A. There are said to be special discussions in progress 
with a view to the liquidation of Egypt's sterling balances, now that virtually 
all Egyptian debt expressed in sterling has been liquidated. It is to be hoped 
that exploratory conversions are, in fact, in progress, but it seems improbable 
that so large a debt can be considered except as part of a more general settle- 
ment in which India will be the principal creditor. 

Insofar as these sterling debts can be liquidated in the near future, they 
will certainly create a demand for British goods, but British exports will have 
to be paid for in part by exports to this country or to our customers. There 
can be no doubt that when these exports commence to flow—so far all that 
has occurred is that orders have been placed and certain payments on account 
made—they will relieve one side of the problem of inflation, provided the 
appropriate fiscal policy is pursued by the importing country. It seems 
inevitable, however, that for most of these countries there must be either 
some measure of deflation, or some devaluation of the currency or a con- 
tinuance of fairly rigid controls over an extended period. Of the three, 
perhaps a combination of the first and third of these choices is the most 
probable, assisted, perhaps, by a rise in prices elsewhere. 


Milners Safe Co. 


As from June 1, Milners Safe Co. Ltd. have changed their address to 58 Holborn 
Viaduct, London, E.C.1. Telephone number: CENtral 0041/5; telegrams: Holdfast, 
Cent. London. 


Commercial Bank of Australia 


The Commercial Bank of Australia returned to their own offices at 12 Old Jewry, 
E.C.2, as from Monday, May 14. New telephone number: MONarch 8747. 
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AZi Banking ; and Finance 
(By a Corresponden t) 


Research Inc. in New York published 


last vear a very interesting study of ‘‘ Nazi War Finance and Banking,”’ 


HE National Bureau of Economic 


by Otto Nathan. It deals with developments in the German banking 
system since the advent of the x azis ; with the sources of government revenue 
in Germany, including certain private and quasi-public organizations, which 
are of importance as a source of revenue in Germany. The inte rlocking 
between Government expenditure and banking development, both as far 
as the Reichsbank and the commercial banks are concerned, is dealt with in 
detail. 

As to the legal foundation of banking, steps were taken in two directions : 
on the one hand, there was a change in the legislation concerning the Reichs- 
bank ; on the other hand, some control of the commercial banking system in 
Germany was introduced. 

The legislation governing the Reichsbank was changed in three stages. 
First, in October 1933, the Government obtained full legal control over the Re ‘ichs- 
bank by invoking the so-called ‘“ leadership principle,’ the Reichspresident 
being given authority to appoint the President of the Reichsbank and the 
members of the Board of Directors. At the same time, there was conferred 
upon the Reichsbank “ the privilege of pursuing open market policies.’”” The 
securities thus purchased could henceforth be substituted for commercial 
bills. The statutory gold and foreign exchange reserve was permanently 
abandoned. The Reichsbank Act was again revised by a law of February 10, 
1937. It re-established complete sovereignty of the Reich over the Reichs- 
bank and the President and the Board of Directors were made immediately 
responsible to the Chancellor. It should be mentioned that somewhat before 
this, in January 1937, the Reichsbank had been declared free of all international 
restrictions still in force from previous reparations settlements. 

The latest change in the leg al field was the Reichsbank Act of June 15 
1939. To — Dr. Nathan: “ It formally set up the central bank as a 
part of the Government apparatus, enjoying a status similar to that of other 
Government departments with its employees virtually becoming civil servants.” 
Further, “ the Act formally abolished the re quire -d cover for notes in circulation, 
and calle for coverage by commercial bills, Treasury bills, securities 
purchased in the open market by the Reichsbank and outstanding Lombard 
loans.’’ In.the new Act, no limit was set to the amount of working credit 
that could be granted to the Reich or to the amount of Treasury bills that 
the Reichsbank could purchase. The Act simply stated “‘ the maximum 
amount will be determined by the Fuchrer and the Chancellor of the Reich.” 

Freed of all legal inhibitions, the Reichsbank has, of course, lent itself 
to the financing of the German war machine in ever-increasing degree. To 
quote a few items mentioned by Dr. Nathan: “ By the end of 1937, the total 
amount of bills held by the Reichsbank was more than twice as much as its 
holdings in bills in the boom years before the 1929 depression. From the 
outbreak of war until December 1943 the note circulation increased by about 
23 billions. By the end of 1943, the Reichsbank held in its portfolio about 
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20 per cent. of the entire Reich debt. The total amount of bills held by the 
Reichsbank more than trebled in the seven years from the end of 1932 until 
the outbreak of war; and it increased four times during the next 4} years, 
from the beginning of the war until the end of 1943.” 

As far as the commercial banks in Germany are concerned, Dr. Nathan 
rightly points out that prior to the 1929 depression the government had no 
authority to supervise the commercial banks. In the opinion of your corre- 
spondent, Dr. Nathan might even have gone farther than this, because it is 
probably safe to say that in a way the German banks acted more independently 
than perhaps any banks in any other country. In particular, it is a fact that 
the Reichsbank had far less influence on the commercial banks than, for 
example, the Bank of England on banks and bankers in the City of London. 
Not only was there no written law that enabled the Reichsbank to influence 
the conduct of the banks; the Reichsbank was even unable to exercise that 
well-known type of “ moral suasion ’’ which the Bank of England has always 
been able to employ. This was clearly shown during the second half of the 
1920’s, when Schacht (for whom no brief can be held otherwise) tried, as 
President of the Reichsbank, to curb foreign borrowing by the banks. Banks 
and private bankers put up all manner of difficulties to avoid having to disclose 
to the Reichsbank the amounts they had borrowed abroad. 

Dr. Nathan mentions that some measure of control was introduced in 
1931 under the pressure of the banking emergency, but that comprehensive 
supervision was set up by the Nazi régime under the German Credit Act of 
December 5, 1943. As he says: “‘ The Act gave the Government jurisdiction 
over all credit institutions except those that were owned by the Government.” 
He mentions, however, that “another aspect of the usual Nazi legislative 
pattern exemplified by the Credit Act was its deliberate generality... . 
Very few provisions were specific enough to curtail seriously the discretionary 
powers of the governing bodies. The intent obviously was to provide powers 
broad enough to meet any situation that might arise.’’ Under the Act, two 
institutions were set up: the Supervisory Board for the credit system, and 
the Reich Commissioner for the credit system. The latter was appointed 
by the Chancellor of the Reich on the advice of the President of the Reichsbank. 
The President of the Reichsbank, on the other hand, was appointed Chairman 
of the Supervisory Board. Later, in September 1939, the Supervisory Board 
was abolished and its funetions transferred to the Ministry of Economics. 
The office of the Reichscommissioner became ‘“‘ Reich Supervisory Office.”’ 

As to the scope of the Commissioner’s activities: “‘ Interest rates, com- 
missions, fees and all other business terms were to be fixed by the Commissioner 
with the consent of the Reichsbank. . . . Each month the credit institutions 
were required to report to the Reichscommissioner all debtors whose total 
liabilities to any individual credit institution exceeded Rm. 1 million, a figure 
that was not very large. If any single borrower had debts to more than one 
institution, the Reichscommissioner was authorized to notify all the institutions 
involved.”’ 

Dr. Nathan rightly observes that part of the regulatory provisions intro- 
duced by the Act were sorely needed for commercial banking in Germany 
and had been long overdue. He does not go into any detail in this respect, 
but British banking quarters would probably agree that, for example, a case 
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such as the breakdown of the Norddeutsche Wollkaemmerei, Bremen, would 
not have been possible had there been some sort of credit control in Germany. 
However, he is also right in pointing out that the Act “ abolished every vestige 
of freedom of trade for credit institutions ” and that in the hands of the Nazi 
Government all these regulations “ constituted a formidable barrier against 
non-co-operation in the military economy. 

Dealing with the effect of Government expenditure under the Nazis upon 
commercial banking, Dr. Nathan suggests that up to 1939 the increase in 
Government paper and in deposits of the five big Berlin banks was very 
small, and that the icadiee banks “ did not seem to have helped a great deal 
n financing war preparation directly.’’ This latter seems to be too optimistic 
a view, if only considering that the banks between 1934 and 1938 discounted 
very large amounts of bills (so-called “‘ Mefo Bills ’’) where the underlying 
business was obviously rearmament. As to the developments during the 

he mentions that by the end of 1942 the deposits of the five big Berlin 
aanks more than doubled and their holdings in Government paper increased 
four times. To quote Dr. — again: “for the period after the 

break of war, we know ri ym an official source that about four-fifths of th 
ncrease in the short-term debt from cole r 1939 to the end of 1941 was 
laced with the banking system, and that the percentage of long-term paper 
ht duri iod by the entire credit apparatus was not much 
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The Currency Position in Poland 
By M. Niedzwiedzki, M.Sc. (Econ.) 
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Poland at some 13,000/15,000 million occupation zloty towards the end of 
1943. This estimate was based, so far as the so-called General-Government 
was concerned, on reports from Poland. It takes into account the Reichsmark 
and its substitutes circulating in Western and Eastern Poland, as estimated 
and changed into occupation zloty at the official rate of exchange between 
the mark and the occupation zloty of two zloty for one Reichsmark. By the 
spring of 1944, when the greater part of the territory of Poland was still 
occupied by the Germans, this had risen to the equivalent of some 16,000/18,000 
million occupation zloty. Towards the end of 1944, on the eve of the last 
Soviet offensive, which brought in its wake the speedy expulsion of the 
Germans from practically the whole Polish territory, the circulation of the 
German-issued currency in Poland (either in the form of German mark and 
its substitutes, or occupation zloty) should be estimated at the equivalent 
of 22,000/27,000 million occupation zloty. Of this latter amount, some 
12,000/15,000 millions were occupation zloty, while 10,000/12,000 millions 
were in Reichsmarks.* 

So much for the legacy of the Germans in the field of the note circulation 
in Poland. It is very difficult indeed, if not entirely impossible, to estimate 
the changes in the note circulation which have been brought about by the 
occupation of Poland by the Soviet forces and by the activities of the Lublin 
Committee. By their decree of August 24, 1944, the Lublin Committee 
resolved to leave in circulation the zloty issued during the German occupa- 
tion, but they also announced the issue of a new zloty currency whose ratio 
to the former occupation zloty was to be one for one. This new circulation 
has been formally issued by the institution which was to be called the Polish 
National Bank or the National Bank of Poland, which, however, was not 
set up until January 15 last. Meanwhile, the new zloty were, in fact, issued 
by the Treasury of the Lublin Committee. In view of the war conditions 
. the circulation of the Russian rouble has also been permitted. It is impossible 
to say whether the one-for-one rate of exchange fixed for the rouble corresponds 
to the purchasing power parity of the two currencies or not. 

By their decrees of January 6 and February 5, 1945, the Lublin Committee 
decreed that the zloty notes issued during the German occupation ceased to 
be legal tender. The decree of January 6 stipulated that the upper limit of 
the e xchange was 500 zloty per person or 2,000 zloty for a business undertaking 
employing only one worker, while the limit for larger businesses and for social 
and communal institutions was to be fixed by the Ministry of Finance. The 
decree of February 5 stipulated that in the western part of the General-Govern- 





* The me thod, necessarily a very rough one, by which I arrived at my estimates is as follows: 


(a) for the region where the occupation zloty notes were in circulation the estimates are based 
on the latest available accurate data from Poland, to which the total of the sums resulting from 
the estimated monthly increases is added; (b) for the region where German marks were in 


circulation the sum total at the beginning of the German occupation, arrived at laboriously by 
comparing various data, is multiplied by the co-efficient of the increase in the note circulation 
in the Reich between the outbreak of the war and the end of 1944 (this increase was about five- 
fold) ; the sum thus arrived at is based on the presumption that the rate of increase of the 
monetary circulation in the Polish provinces annexed to the Reich was approximately equal 
to the rate for the whole of Germany; (c) these estimates probably do not take sufficiently 
into account the higher-than-normal rate of increase in the circulation just before the expulsion 
of the Germans, but on the other hand the flight of money with the departing Germans is not 
taken into account either, and probably these two factors counter-balance each other to a great 


extent. 
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ment 500 zl. was to be the upper limit both for physical persons and for business 
undertakings, which were not to be entitled to any privileges. The zloty 
notes in excess of the amount permissible for exchange were to be compulsorily 
deposited with the authorities. The future fate of these deposits, as far as 
is known, has not been defined. 

The Lublin Committee also issued two further decrees providing for the 
withdrawal from circulation of German marks in the Polish territories formerly 
annexed to the Reich. The upper limit of the marks which could be exchanged 
for zloty was fixed at Rm. 500 and the parity between the zloty and the 
mark was fixed at 2 Rm. for 1 zl. (It may be noted that the parity fixed 
by the Germans was the exact opposite: 2 zl. for r Rm.). Every physical 
person 18 or more years old was entitled to that exchange, with the exception 
of German citizens and of the citizens of the countries allied to Germany, 
who were deprived of this right altogether. This decree contained no provision 
whatever for the case of business enterprises. As in the case of the exchange 
of occupation zloty notes, the German marks in excess of the amount admissible 
for exchange were to be compulsory deposited. 

Finally, a decree of the Lublin Committee, of January 13, 1945, provided 
for the withdrawal of the rouble currency from circulation in Poland. The 
exchange of the roubles into zlotys was to be concluded by February 14, 1945, 
after which date the rouble was to cease to have legal tender in Poland. One 
aim of these decrees was to achieve monetary unification in the area adininis- 
tered by the Lublin Committee, and if these operations have been actually 
and effectively carried out, there should be now only one currency in this 
area of Poland which is under the administration of the Lublin Committee, 
namely the zloty issued by this Committee. 

This operation, however, was not merely a unification of the currency. 
It was undoubtedly also a large-scale process of deflation. But the exception- 
ally low figure of currency whose conversion was allowed per head of the popula- 
tion, and the lack of any consideration for business enterprises, give rise to the 
fear that the promoters of these operations were not merely anxious to fight 
inflation in such a drastic way. If the sum of Zl. 500 per head available for 
the new exchange is compared with the prices given by Mr. Leigh White, the 
correspondent of the Chicago Daily News in his dispatch from Lublin i in early 
January 1945 (Zl. 250 for 1 Ib. of butter—about ZI. 2 before the war—ZI. 50,000 
for a greatcoat—about Zl. 250 before the war) the conclusion must inescapably 
be reached that such an exchange amounts in practice to the virtual deprivation 
of the people of all of their currency reserves. In the vacuum thus created, 
the Lublin Committee is undoubtedly pumping in new purchasing power, 
whose distribution, however, can be made into an instrument for the policy 
of the Committee. 

The four-fold raising of the value of the zloty in terms of the German 
mark, as a result of the new exchange rate fixed by the Lublin Committee, 
invites the question to what considerations this was due. In the view of 
the present writer, this was simply the result of the exchange rate established 
between the rouble and the mark ; that is to say, the Russians having fixed 
the rate of exchange at the punitive level of one rouble for two marks, and 
the zloty having been fixed at parity with the rouble, the rate of Rm. 2 to 
the zloty had to be automatically adopted. It should be pointed out that 











156 - THE BANKER 





th nal f Zl. 2 for | chsinark fixed } man Sentembs 
1929 unaout il just one at tha | 1 4 niparison Detw 
thie nen p LiiS j tt e two < ren sw ld ther sug Sta 
lity m ( r to ¢ ill iter several yea r 4 lan occupatiol 
1 . 
‘ \ ( 1t10N 1 the Zio curren area CerTtalnly prot ded 
] rt 
i} } l n circula area . i spread is been 








| ick I | ) 1 i l 1 .44 TNe Te Sp ctive 
purcha pow v and the ma nore « corresponded to the 
f excha Zl. 2to Rm. t. The changes which have ice occurred in 
area and in the mark currency a do not warrant ‘ 
he rate of exchange of Rm. 2 t I was economicall 
tified r} h, as has been said before, such a discrimination against 
Vi und was not the primary motive of this decision, but merely a 
Russian monetary policy with regard to Germany as a whol 
the f the Lul Committee will hit much harder the mark circulation 
ea f Poland than the former General-Government. By the introduction 
t w rate of exchange, the value of the mark circulation as expresst 
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important point im the present situation—the already exceptionally 


w level of currency available for exchange per head of the population was 


\t the same time, prices must have risen steeply in Wester Poland after 


xpulsion of the Germans, to the level prevailing in the former zloty 
1] 
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circulation area. In regard to the price level in Poland, it should be borne in 
a 1 4] eS Bese See em, a. e a he. 
mind, however, that there could hardly be any stabilized price level either in 
Poiand as a whole or in any of het provinces. It is rather to be feared that 
prices are fluctuating violently, not only with the lapse of time but also from 
lace to place, and that they have a generally rising trend even in the present 
| of artificially curtailed purchasing power in the hands of the population. 
Chis trend is due to the severe shortage of goods in a country ruined by years 
piisioas tees eA Ce ee oe ee em cleat oul “aancnielaates 
ar and occupation, and still lying in the immediate rear of military 
perations and having to share her very modest supplies of foodstuils with the 
armies at the front. So long as new purchasing power is released, the rising 
end of prices will become even steeper. This state of affairs is likely to 
hange only when larger supplies of primary necessities reach Poland and when 
he needs of vast armies cease to make themselves felt on the market. 
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Exchange and Trade Control 
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By E. G. Wooleat 
« = 
HERE can be no doubt that free dealings in exchange will not return with 


the cessation of hostilities, for it is generally agreed that such a course 
would be neither possible nor desirable. If we pass over the war years 
for the moment and consider the latest plans for international monetary 
ind financial control as laid down at the Bretton Woods Conference in July 


144, the recommendations of the delegates included a reference to the desir- 
i! f } ] he .} 9 . --\} _ - ‘ : 
ipluity Of abolishing exchange controi on Current transactions, i.e. payments 
for goods, services, etc., but of retaining control over capital transfers. It 


follows therefore that, although its incidence can be eased, the present system 
must, in principle, remain. That being so, it is high time that the banking 
and business communities should have available an authoritative work on 
the theory and practice of exchange and trade control from which they can 
recognize what it seeks to achieve and learn the principles of its operation. 

1 aan 1 "4 1 1 

he author should be 
H. E. Evitt who, in less strenuous times, has guided so many bank officials 


through all the complexities of gold standards, mint pars, forward exchange 





heir need is now being met and it is fitting that t 


perations, etc., which used to fall under the general title of Foreign Exchange. 
s new book “ Exchange and Trade Control in Theory and Practice ”’ (May 
1945,) should be read as soon as possible by all- who desire to know 
t changes have been brought about during the war years, why it 
has been necessary to rec our financial system in so far as it relates to 
international settlement of payments and what are the prospects for the 
future. It is not a statement of the present regulations in detail, but, in 
1ddition to the subject matter covered by its title, it also contains the history 
of previous attempts to control trade and foreign exchanges and a comparison 
of our control with certain features of the controls in force in other countries. 
In describing the steps taken in planned control, stress is laid on the 
initial mobilization and acquisition by the State of the country’s resources 
in the shape of gold bullion and coin held by its nationals and of their external 


assets in the form of those foreign currencies and foreign securities which i 


lesires to acquire. In other words, all residents are required to offer to the 
State all amounts of “ specified ’ currencies over which they have power of 
disposal and to register with the Control Authorities securities payable in 
any of those currencies. The currencies so acquired are then only made 
vailable to residents for payments abroad provided the purposes for which 
they are required are approved by the Control Authorities. In point of 
fact the United Kingdom control did, in the initial stages, lay much mor 
nphasis on collecting and conserving the nation’s stock and income of foreign 
xchange than in controlling the acquisition and disposal of sterling by non- 
sidents. The transfer of sterling from the account of a resident to that of 

nol sident was, from th ( mene i SUD] ES approval and th 
purposes ior which consent could be obtained w no wider in scope than 


those for which a resident could purchase foreign exchange. It will be 
remembered that for some months non-resident owned sterling was inter- 


transferable: that is to say, it could be transferred from the account, say, 
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of a resident of Brazil to that of a resident of U.S.A. without formality. This 
facility, of course, led to the creation of a market for sterling in foreign centres 
and the pressure by sellers of sterling forced the rate in New York, for example, 
well below the official rate in L ondon of $4.02} to the f. 

These sales of sterling caused a considerable ‘drain on our exchange receipts 
and the continued deprec ciation of sterling would in time have had an adverse 
effect on production costs and internal prices. However, the second half 
of 1940 saw major developments in the efforts to restrict the inter-transfer- 
ability of sterling and thereby to abolish the free market for sterling abroad. 
The steps taken were, of course, the series of agreements setting up Special, 
Registered and, eventually, Central American Accounts which, in effect, 
canalized payments between the United Kingdom and each of the countries 
concerned. Their special features are dealt with in some detail in the book, 
particularly in regard to the restrictions on their availability, and mention is 
also made of similar restricted accounts for the accommodation of payments 
arising between this country and Canada and the Dutch West Indies. 

Since the book was written, similar restricted account arrangements have 
been set up for certain types of transactions between the United Kingdom 
and France and French Possessions, Italy, Greece and Belgium, so that it 
would appear that at the moment the authorities do not contemplate any 
general relaxation of the restrictions placed on the international transfers 
of sterling. This is undoubtedly a pity and the whole question is likely to 
attract the increasing attention of that part of the business community which 
in pre-war years was concerned with the finance of international trade and 
whose earnings (which were a considerable item of our invisible exports) will 
be more than. ever needed in the post-war period. 

The lot of the participant in this particular type of international trade 
is not going to be easy in any case because, even if the control here were 
relaxed to the extent that a United Kingdom merchant were allowed to buy 
goods, say, in the Dutch West Indies against sterling paid into Dutch West 
Indies account for shipment to U.S.A. against payment in dollars, it does not 
necessarily follow that the Dutch West Indies authorities would agree. How- 
ever, in the new Trade and Payments Agreement with Turkey, as in other 
recent agreements, provision is made for sterling on Turkish account to be 
transferred outside the sterling area and outside Turkey “as opportunity 
offers.’ 

In discussing the system of licences for the purpose of controlling imports 
and exports, the author calls attention to the practice in some countries of 
fixing different rates of exchange for various classes of imports and exports, 
e.g. a rate dearer for less essential than for essential imports, etc., and it is 
interesting to note that, in the Turkish Agreement mentioned above, the only 
provision regarding the rate of exchange is that the Central Bank will publish 
the buying and selling rate for sterling against Turkish pounds and the 

remium which is applied to certain operations.’ 

With regard to the formalities required by the present system, the author 
rightly points out that the “‘ mechanism of control should be so designed 
as to ensure willing co-operation by and lack of friction with the people to 
whom it is applied. There is no doubt that during the war years we have 
admitted in our own minds the desirability and essentiality of control, but 
we have also become a little dulled to the extent to which our controllers, 
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in their desire for efficiency, have introduced some of the less commendable 
features of bureaucracy. Let us consider the position of the importer of 
goods from outside the sterling area under a credit. He first applies for an 
import licence. If it is granted he then applies on Form E.2 (which requires 
permission of the Bank of England) for permission to open a credit in favour 
of the foreign exporter. The licence must be exhibited to the Bank with 
suitable evidence of the contract for the goods. After sanction has been 
obtained he must then obtain approval of another Control Form each time 
a payment is made under the credit. On arrival of the goods he must provide 
an additional copy of the Customs Entry Form, which must be stamped by 
the Customs, and he must then hand this document, together with copy 
invoice and duplicate of the Control Form mentioned above, to his banker, 
who is required to pass them to the Bank of England. They are then sent 
to the Customs for final scrutiny. Surely it would be much simpler and no 
less efficient if the importer merely applied for his import licence which, if 
granted, could be issued in duplicate. The original could be used to sub- 
stantiate the import of the goods at the time of their arrival and the duplicate 
could be presented to his banker, who would endorse on it every payment 
made in respect of the goods covered by the licence. The duplicate licence 
would then be surrendered direct to the Customs at the conclusion of payments. 
The saving of time and labour would be enormous and this is by no means 
the only direction in which a reduction in formality could be effected. 

In addition to an interesting chapter on ancillary controls, such as the 
Ministry of Economic Warfare and the regulation of emigration and immigra- 
tion, the author deals with the Bretton Woods Monetary Plan in some detail 
and with particular reference to its effect on our internal credit structure. 
He also points out that, although the Plan provides that ‘“‘a member shall 
not propose a change in the par value of its currency except to correct a 
fundamental disequilibrium,” it does not indicate how a member may prove 
the existence of a ‘“‘ fundamental disequilibrium ”’ to the satisfaction of the 
other members. Doubtless further discussions will take place on this and 
other aspects of the Plan, and it is most desirable that the public should be 
as well informed as possible if they are to give intelligent consideration to 
future policy. However, that presupposes that the authorities will provide 
the public with more information about their intentions, and it is to be hoped 
that this will be the case in view of the great effect which Exchange Control 
could have on our intricate economy. 


Publications 
Post-War Monetary Standards (The Monetary Standards Enquiry, New 
York). A symposium of a dozen contributions, of widely varying ability 
and insight, by a number of monetary experts. These are mainly American, 
including such well-known names as Amos Taylor and Prof. Graham, but 
Prof. J. B. Condliffe also contributes a constructive chapter. Some of the 
writers deal with the special problems of various regions, such as Latin- 
America, the Near East and the Far East, while others discuss more general 
aspects of the international monetary problem and Prof. Humfrey Michell 
reviews the place of silver as an advocate of bimetallism. The symposium 
was the product of a research project organised in June 1943 to investigate 
the bases for American policy towards monetary reconstruction, and its 
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interest at the present sta is necessarily over-shadowed by the subsequent 
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Divergent British-American Points of Views (American Chamber of 


Commerce). Some shrewd comments on the differences between American 
and British economic thinking on a number of subjects, by Mr. Wallace B. 
Phillips, President of the American Chamber of Commerce in London. The 
pamphlet comprises the text of two addresses, one delivered last January 
in Detroit and the other in London on Mr. Phillips’ return to this country. 

| 


Postwar Tax Policy and Business Expansion, by Lewis H. Kimmel 
srookings’ Institution, Faber & Faber, price 2s. 6d.). Because of the funda- 

on the economic structure, it is shown, 
juity earnings should be favoured—and not, as hitherto, discriminated 
igainst—by the tax laws: for example, E.P.T. should be repealed and new 
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Practical International Financial Organisation (American Bankers As- 
ciatl [he American Bankers Association criticisms of Bretton Woods 
id t I r-proposals. i yamnvhlilet form 

VMroiiie Of Salazar, by Luis Teixeira (S.P.N. Books, Lisbon). An outline 

le Car of man who has given to Portugal a higher, grander and 

ybler nationhood "’ ; dripping with adulation and peppered with misprints. 


Appointments and Retirements 


"> f ° ‘ 7 = i ° . 
Bank of Australasia—Mr. Philip Nesbitt has been appointed a director. 


Barclays Bank—Mr. G. F. Lewis, at present a Local Director at Birmingham 
Local Head Office, has been appointed a general manager of the bank. 
Barclays Bank (D., C. & O.}—The Hon. Humphrey V. Gibbs has been 
appointed a member of the Rhodesian Committee of the bank. 

Lloyds Bank—The Rt. Hon. Lord Balfour of Burleigh, D.L., has now been 
elected a joint dé puty chairman of the board. City Office, B.C.: Mer. if. J. 


Caton, sub-manager, has retired after 45 years’ service. 


Martins Bank—The directors announce the retirement on May 31 of 
Mr. F. A. Moore, joint general manager, after 47 years’ service. Mr. Moore 


was the first manager of the bank’s Trustee Department in 1909 and sub- 
sequently held important posts at various offices, including the management 
of Liverpool City Office. In 1939 he was appointed assistant general manager 
nd in 1941 joint general manager of the bank. Mr. Moore specialized in 
the finance of cotton and other general produce, in which the bank has always 
been very largely interested the whole of his business career has been spent 
Liverpool, | is well known in Merseyside circles generally. Thi 
llowing appointi have been mad Mr. M. Conacher to be Liverpool 
ct neral manager; Mr. G. R. Tarn to be North-Eastern District 

i M r. A. Johnson to be assistant general manager 


Of 


Westminster Bank—Mr. E. L. Hann, chairman and a managing director of 
Powell Duffryn Ltd., who forms the subject of our frontispiece this month, 
has been appointed li or of the ban! 
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Price Movements 


Years of practice have, as a rule, perfected the methods evolved for controlling prices 
and especially for holding down the cost of living, the degree of stability attained may 
be seen from the following table, in which a price rise of less than ten per cent. is shown 
by the majority of countries after the end of 1942. . . . Had there been no price control, 
changes in supplies might have had a greater influence on the price level than is generally 
realized. If—without price control—the supply of goods and services in a certain 
country had been reduced by 20 per cent., the result would be a rise in the price index 
from 100 to 125. Let it be assumed, in addition, that an inflationary expansion doubles 
the volume of effective monetary demand. The price index would then stand at 250. 
Of the increase, 50 points (i.e. one-third) would be due to the exceptional shortage ; 
and to this extent the rise would disappear if the shortage should be overcome—but 
the inflationary expansion would remain. 


PERCENTAGE CHANGE IN WHOLESALE PRICES AND COST OF LIVING 


Cost of living 








Wholesale prices 











Percentage change | Percentage change 
from from | from from 
Countries the end January- Countries the end | January- 
of 1942 | June 1939 | of 1942 June 
to to | to 1939 to 
June | June | June June 
1944 1944 | 1944 | 1944 
' 
ee ee ee ae Le ey Y = _| : 
Argentina .. ity t 10 106 Argentina am — 2 + 10 
Australia I 39 Australia .. ea oO + 22 
Canada 6 40 | Canada all o + 18 
Chile so = 102 | Colombia .. .. | + 36 + 44 
China (Shanghai) .. | -+-411(3) 10,295(1)| Denmark }+ 1 + 57 
Denmark }+ 1 | - 98 Eire “Fe wie oF hanes 
Finland 17 168 | Finland .. s« | — 22 -+-I01 
France ee os | a Se 153(7)| France a .. | + 44 |} +165(3) 
Germany 2 ; + 10 Germany .. oo fp SS + ¥3 
Great Britain 3 70 Great Britain a | —- 3 + 31 
India (Calcutta) 26 203 Hungary .. as + 30(4) | + 98(4) 
Japan a -- | +16 | 4 57 | Japan ae -- | + 15 + 46 
Manchukuo -. | + 26 | } 112 Manchukuo oo | + 29 +156 
Mexico ies - |+ 54 |-4 93 | Norway .. a + 53 
New Zealand ae -j 6 | 4 49 | Peru ats .. | + 2: + 67 
Norway a hs - I . 82 Portugal .. ee + 19 + 73 
Peru ic vo Ben Ee | + 106 Roumania. . -« | 26 +-465 
Portugal .. -- | + 34 | 4 153 | Spain > a i + 73 
Spain ia - | + 7 + gl Sweden re o + 42 
Sweden... ce J } 80 .| Switzerland .. | + 4 + 53 
Switzerland eo” oe 111 | Turkey... -. | — 2(5) | +230(°) 
Turkey .. -1|— 88/4 363(3)| Union of South | 
Union of South | Africa | + 7 +29 
Africa... a oe | + 50 | Uruguay .. aa ae. Y + 17 
United States es } 3 | + 36 United States ..|/+ 4 + 27 











(?) Up to April 1944. (?) Compared with August 1939. (3) Up to April 1944. (‘) Up to 
January 1944. (5) Up to March 1944. (*) March 1944 compared with the average of 1939. 


Decline in International Trade 
Owing to the rise in prices the total turnover of foreign trade (imports plus exports) 
has generally shown a rise in value as compared with pre-war figures (by Io per cent. 
for the Argentine and more than 200 per cent. for the United States and Canada) ; 
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Outward bound 


From Great Britain to the four corners of 
the earth they went—ships of all sizes and 
every description, carrying British goods 
and manufactures to the peoples of the 
world. In a word: Exports. For over five 
years this stream of trade has been inter- 
rupted, but now the interruption is nearing 
its end. The Westminster Bank, fully alive 
to the vital importance of a healthy export 
trade, has built up an extensive fund of 
up-to-date information on world conditions, 
through its world-wide organisation of agents 
and correspondents. This information, which 
daily is being extended, the Bank gladly 
places at the disposal of all concerned 


with overseas trade 
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Denmark, Eire and Sweden, however, were exceptional cases in which the value figures 
for 1943 show a decline by about 20 per cent. . . . Only a few neutrals and certain 
Latin American countries publish the weight figures of their foreign trade. . . . In the 





following table the decrease in the weight of foreign trade is given for a few neutral 
eountries 


FOREIGN TRADE OF SOME NEUTRAL COUNTRIES 
WEIGHT OF ToTAL TURNOVI 
Decrease 








{ ountries 1936 1943 in 
in thousands of tons percentages 
Argentina 19,024 9,020 53 
Portugal 3,930 1,953 50 
5] 11,459* 4,384 62 
Swe 4,040 19,550 43 
Swrit j 3,100 1,439 45 
A reduction of 40-60 per cent. is indicated by the figures, but any generalization 
especially whe <tended to bell rent countries, would probably involve too great a 
margin of erro1 The de 1 the weight of foreign trade is due for the most 
part, to the picuous cle if the world comm ially For the world as a 
w t apy that, out o total turnove1 bout $46,000 millions, some $20,00¢ 
millions ha presse f iths of rld trade 
Need for Price Adjustments 
Pe cent | iceti non is how to a 1 
nati I tl ; ( ru iter th O 1O1 ) t aD t 
by t \ \ 1 l 1 ( ntry wlll revea im 
‘ I pl ( t L } ! r step by » with the re 
t Vi ym countri I ri 
I t { | ri t t t | | pri ) 00 
t i | t ( ind of 150 per ¢ ie) 
mport | ( of ! looth passage 1 ver 
| t I l | in t ( { ) perha Iped t 
¢ { { that measu ( L 
I l t l a ol l t 1 { l 
( t t ) Wil no dou ) 
to | lave been overcom IT] 
. { I n tl t x 
i eI : bh been that 1 il ices ¢ 
t . 7 al ¢ l tl ) I-L1\ l index It 1 impo ta 
th t ( \ l I t ith toreign Market that tl 
! t t t orm of lar ile subsidies should | 
eliminated witha tt \ 1b 
lo \ t ler artific ns keeping prices will 
» cle t prove easier wh real vr their upward trend, as the « { 
civil pury ( but there \ still | 1c thorny problems: agric 
interests will I 1 conti | support for t prices of their products, and 
remov f1 ( rol, f ta the numb f persons affected will be consid 
in irl ( tr! tt ( t of construction s« is to have increased by percentag 
varyl b ( 4( 1 10 ce 1939, while rents have not been allowed to rise by moi 
t! : n per { ! rd re necessarily permitted to charge higher rents 
for newl ult houses than for corresponding accommodation in old houses, except 
V n a part of the cost has bee ffset by government subsidies (which is often thi 
case). Thet re at least two respects in which it is important to re-establish a natural 
market for dwelli of dif nt kinds (houses, flats, etc.). Whenever a high rate of 





economic activity is attained, the construction of dwellings and other buildings 1s 
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responsible for fully one-half of total capital investment; thus, obstacles placed in the 
way of an expansion of the buiiding trade must produce a particularly adverse effect 
upon the volume of investment and the rate of employment. Secondly, under rent 
control people go on living in their old dwellings, since a move might involve the payment 
of a higher rent; but a reluctance to seek new quarters reduces the mobility of labour, 
and this may be a serious matter when the times call for great industrial changes and 
a high degree of flexibility in economic life. 

A difference in the rise in prices has affected the purchasing-power relation between 
the currencies of the various countries ; and the question arises to what extent foreign 
exchange rates must be adjusted to take account of these alterations. In actual fact, 
exchange rates are often fixed in a conventional fashion either on the old basis or at a 
particular parity which for some reason or another has become “ significant.”” As 
experience proves, however, rates which do not reflect a true equilibrium have a harmful 
effect on the whole economic development ; when a more or less definite rate is adopted, 
steps must be taken to ensure that, with as little delay as possible, costs and prices as 
well as the volume of monetary purchasing power fall into line; should the process of 
adjustment prove too difficult, the wisest course would be, as a rule, to alter the rate to 
the extent required for the establishment of a true equilibrium. 


Russian Imports 

The publication of foreign trade statistics of the U.S.S.R. was suspended as from 
1939, but on June 11, 1944, the Commissariat of Foreign Trade in Moscow issued a state- 
ment giving certain particulars of the aid extended to the country by the United States, 
the United Kingdom and Canada from the beginning of the Russo-German war to the 
end of April 1944. Of an aggregate weight of 10,100,000 tons despatched to Russia, 
the total actually received amounted to 8,796,000 tons, which would imply losses 
amounting to about 13 per cent., evidently due to enemy action, the loss in value as 
regards the United States being estimated at $745 millions. 

The U.S. lend-lease shipments to the U.S.S.R. rose from a million dollars in 1941 
to $1,350 millions in 1942 and $2,930 millions in 1943 and $3,440 millions in 1944. 
British deliveries to the U.S.S.R. up to the end of June 1944 were estimated at £270 
millions. . . . Ordinary trade has practically come to a standstill. 

The following table illustrates the shrinkage in Russian trade during the inter-war 
period, though it must be remembered that in 1938 prices had fallen : 


U.S.S.R.: COMPOSITION OF FOREIGN TRADE 


Average 
Groups 1909-1913 1929-1931 1938 
in millions of gold roubles 











Exports : 
Agricultural products .. a 1,051 373 IIo 
Industrial products ‘we od 437 540 193 
Total exports .. oe 1,488 924 303 

Imports : 
Capital goods... ia ae 824 913 286 
Consumption goods aa ws 317 102 39 
Total imports .. win 1,14! 1,015 325 


| 


Total turnover 
(exports plus imports) .. i 2,629 1,939 628 








Trade of Dominions 


Except Canada, New Zealand is. the only British Dominion which has continued 
to publish its statistics of foreign trade regularly. In 1943 imports rose from {NZ.54 
millions to the record level of £NZ.94 millions, while exports declined from {£NZ.81 
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millions to £NZ.71 millions, which left an import surplus of £NZ.23 millions for the 
year 1943. This unusual feature in the country’s trade balance (which had been con- 
sistently active since 1926) seems to have been due partly to changes in the method 
f accountancy: as from 1943, import figures include goods supplied to New Zealand 
under lend-lease, while goods supplied by New Zealand to the forces of the United States 
have not been included in the export figures. . . . In January 1942 the publication of 
Australia’s foreign trade returns was suspended for the duration of the war, but reports 
indicate that the trend of the country’s foreign trade has been similar to that of New 
Zealand. .. . As from 1941-42 an import surplus of £A.27 millions appeared, which 
rose further to fA.143 millions in 1942-43 and £A.126 millions in 1943-44, or a total 
of nearly £A.300 millions during the three fiscal years. 

In Canada, economic activity is estimated to have risen in 1943 to twice what it 
was in 1939, and foreign trade has likewise risen to record levels both in total turnover 
and as regards the export surplus: in value, imports more than doubled between 1939 
and 1943, while exports, including mutual aid deliveries, more than trebled, the active 
balance of Can. $1,236 millions being the highest in the country’s history ; moreover, 
the rise in exports continued unabated in 1944. In relation to the United States, with 
which more than one-half of Canada’s trade was carried on in 1943, there was an import 
surplus of Can. $275 millions; on the other hand, in 1943 as in former years, trade with 
countries of the British Empire produced a substantial export surplus, amounting to well 
over Can. $1 milliards. 


CANADA: FOREIGN TRADE 


Total January- 


























Value 1939 1940 1941 1942 1943 1939 to June 
1943 1944 

in millions of Can. dollars 
Imports in 750 1,057 1,366 1,644 1,735 6,552 865 
Exports a 897 1,186 1,638 2,364 2,971 9,056 1,769 
Total dn 1,647 2,243 3,004 4,008 4,706 15,608 2,634 
Export surplus 147 129 272 720 1,236 2,504 904 














Germany’s Foreign Trade 


The principal figures of Germany’s foreign trade as published in the middle of 1944 
are set out in the following table. 


GERMANY: FOREIGN TRADE 











Value 1938* 1939 1940 1941 1942 1943 

in milliards of Reichsmarks 
Imports... aia 5-4 4.8 5.0 6.9 2.9 8.3 
Exports... ea 5-3 5-2 4-9 6.8 7.6 8.6 
Total turnover re 10.7 10.0 9.9 3.9 16.3 16.9 
Balance i wid —o.!I + 0.4 —o.I — o.I —tI.!I + 0.3 














* Altreich. Trade with Austria has been omitted. For Grossdeutschland (i.e. including 
Austria and the Sudetenland) the figures in 1938 would be Rm. 6.1 milliards for imports and 
5.6 milliards for exports. Since it is not known whether, in the following years, allowance has 
been made for new territories, it has been found preferable to give the figures of the Altreich 
alone for 1938. 


Notwithstanding the interruption caused by the outbreak of war, the amount in 
Reichsmarks of Germany’s trade suffered only a slight reduction in 1939 and Ig4o. .. . 
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From 1941 onwards the table shows a marked increase in both imports and exports. 
Che loss of trade with western countries at the outbreak of war in 1939 was at first made 
good, to some extent, by an increase of trade with the U.S.S.R. (German exports to the 


latter country in 1940 have been estimated at Rm. 500-600 millions as against R.M. 34 
\s the war went on, the field open to Germany’s foreign trade was 


millions in 1938 
before the war 


virtually limited to some twenty countries as against more than sixty 


The main features of the wartime redirection of trade are shown in the following table 


GERMANY DIRECTION OF FOREIGN TRADE 
Imports Exports 
Groups of Countries 1935 IQO41 1942 1943 1935 1941 1942 1943 


in millions of Reichsmarks 





south-eastern countri 670 | 1,340 | 1,860 | 1,g00 680 | 1,470 | 2,020 | 2,800 
Rest of Continental | uropt 1,940 5,500 | 6,840 | 6,400 | 2,570 | 5,330 5,550 | 5,800 
Other countries 2,540 2,010 
lot 5.45! 6,Q00 5,700 4,300 5,200 0,S00 7,000 8,000 
In relation to the countries of south-eastern Europe Germany's trade was very nearly 
ilanced 1935, while for 1943 an export surplus of Rm. 900 millions is shown. Towards 
the rest of Continental Europe a German export surplus of Rm. 630 millions in 1938 
iad bee t an unport surplus of Rm. 600 millions in 1943 These changes, 
thougl t nt in themselves, are, however, small compared with the large 
clearing debts via the Deutsche Verrechnungskasse, running into some Km. 26 
milliards up to the end of 1943 foo many elements are missing or incomplete for a 


comprehet picture to be drawn of the European balances of payments; but, as 
| 


far as can be seen, Germany’s clearing debts have been mainly due to payments on 
nts than merchandise trade, e.g. transit and transport charges, transfer 
of financial liabilities and certain investments 


other accou 
f savings by workers in Germany, service 


mn capita account 
Of the five countries in western and northern Europe which remained under German 


military occupation during 1943, namely, France, Belgium, Holland, Denmark and 


Norway, regular returns of foreign trade have been published by Denmark alone 
e of a Danish export surplus in 1943 (the third in this century, the previous 


Che appearance 
by increased deliveries to Germany, 


ones occurring in 1914 and 1940) is accounted for 
which in its turn furnished about 8o per cent. of Denmark’s imports. It seems that 
in the course of 1944 German supplies were curtailed, while Danish exports of agricultural 
products were intensified, leading to an increased German debt in the clearing on 
merchandise as well as on other accounts \ rather similar situation occurred in Belgium, 
vhere some estimates put the value of exports at not less than three times the value 
of imports here Germany supplied 55 per cent. of the imports and absorbed some 
So per cent. of Belgian deliveries, with France and Holland as the remaining trade 
partnet Certain data were published in 1944, from which it would seem that, in 
weight, I'rench imports during the first five months of that year amounted to only 


7 per cent. of the imports in the corresponding period of 1938. On the other hand, 
french exports were about 50 per cent. below their pre-war weight; the export of 


foodstutis had increased more than 30 per cent. (without counting deliveries inside 


France to the occupying power), but that of raw materials and finished goods had 


declined by 60-70 per cent 


Gold Holdings 


The Bank shows reported gold holdings of various countries as at June tg44 of 


which the United States accounted for $21,173 millions. Unreported 


$4,300 millions and it is pointed out that these include “ in pat 


S31,500 millions, o 


‘ 
holdings are placed at 


lack 
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HE Canada Life Assurance Company looks 

back, with pride, on 98 years of service, and 
with particular gratification on the figures 
which it is able to publish for 1944. In many 
departments these constitute a record in the 
Cempany’s history. ‘This sound and _satis- 
factory position has been attained by the 
exercise of a far-sighted policy that has guided 
through the years and points confidently to the 
future. 
The net new Life Assurances 

completed in the year 

amounted to - - - £13,479,147 
(Of this £1,677, 117 was written 

in the United Kingdom and 

Kire) 
Payment to Policyholders 

and Annuitants and sums 

paid as a result of Death 

Claims totalled - £4,882,762 
The rate of interest earned 

on the funds of the Com- 
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pany was £4.7.2 
The assets at the 31st Decem- 
ber, 1944, amounted to £65,843 ,298 
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Assurance in force, after 
deducting re-assurances, 
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icular, the gold holdings of the U.S.S.R. (the last reported figure, equivalent to $839 
millions, being for September 1935) and of the United Kingdom.”’ 


German Levies on Europe 

l'rom the following tables it is possible to obtain an approximate estimate of ¢ rermany’s 

itilization of European resources, as recorded under payment of occupation costs and 

I ing of the clearings. In a little over four years, from June 1940 to September 

it appears that, at the official exchange rates, Germany has obtained from other 

ean countries over Rm. 120 milliards in all, of which about two-thirds have been 

as a contribution d@ fonds perdu (mainly to meet occupation costs), while the 

ig third has left behind a German debt, generally in the form of liabilities on 
account 


GERMANY’S CLEARING DEBTS 


In Rm. millions 


\nnual increases Outstanding 
ee End Sept 
1Q41 1942 1943 1944 
600 1,050 2 , 8,000* 
1,250 1,080 
ONO I $YO 
$30 
Iso 
300 »2 goot 
340 ; , 200 
sO 5007 
140 


200 > O00 
1,000 ,000 


,300 31,500) 


June 1944 


GERMANY ’ FIVE COUNTRIES('*) 


1O44 
Total first nine 
Calendar years 1940 months 


1O41 1942 1943 1943 (7) 
In millions of Reichsmarks 
550 5,55 11,100 20,950 S,300 
I ‘2 2,200 7,100 1,650 
I 1,600 4,750 Q50 
550 1,200 SOO 


2,000 2,000 S,000 
- ae > oy 
7 $50 $2,000 19,700 


14,0090 5,300 


{ ,OOC 10,000 7 50,000 25,000 
/ 


nearest Km. 50 millions 
France and Belgium ceased in August 1944 
France, the occupation costs proper have been distributed according to the time 
actual utilization, while billeting costs and requisitions have been added 
ly from September 1943 only 
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OF LONDON LIMITED 


Telegrams : 39 CORNHILL Telephones: 
“ Udisco, Stoc ansion House 7941 
— LONDON £.C.3 (8 nes) 


Capital and Reserve 


£4,750,000 


DIRECTORS 
The Rt. Hon. Lord Kennet of the Dene, P.C. (Chairman) 


David John Robarts (Deputy Chairman) Archibald A. Jamieson 
Thomas Francis Tallents John Ivan Spens 


Treasury, Bank and First-Class Trade Bills Discounted, 
Money Received on Deposit for Fixed Periods or at Call. 
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